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INTRODUCTION 

Attention  was  called  in  the  Introduction  to  the  Proceed- 
ings of  the  Seventh  Annual  Conference  to  the  fact  that  the 
National  Tax  Association  is  separate  and  distinct  from  the 
Annual  Conferences,  whose  proceedings  are  published  in  the 
series  formerly  known  as  State  and  Local  Taxation.  The  rea- 
sons for  this  separation  of  the  two  organizations  were  set  forth 
in  the  introduction  to  the  preceding  volume  and  need  not  be 
repeated  here.  As  a  result  of  this  separation,  however,  the 
published  proceedings  have  been  confined  quite  closely  to  con- 
ference activities. 

It  is  upon  the  association,  however,  that  the  burden  falls  of 
arranging  for  the  annual  conferences,  as  well  as  that  of  sup- 
porting the  educational  work  carried  on  between  conferences. 
It  is  desirable  that  those  who  are  interested  in  the  conference 
should  have  some  understanding  of  the  conditions  and  plans 
of  the  association,  and  to  this  end  the  following  abstract  of  the 
report  of  the  Treasurer  of  the  National  Tax  Association  is 
appended.  It  may  be  stated— obviously  without  the  knowl- 
edge or  consent  of  the  Treasurer  himself— that  since  the  re- 
tirement of  the  founder  of  the  association,  Allen  Ripley  Foote, 
and  the  original  set  of  officers  associated  with  him,  no  member 
of  the  association  has  been  so  indefatigable  in  building  it  up 
or  so  tireless  in  expanding  its  influence  and  usefulness  as  Mr. 
A.  E.  Holcomb,  the  present  Treasurer.  It  is  hoped  that  his 
suggestions  may  lead  members  and  delegates  to  render  all  pos- 
sible assistance  in  strengthening  the  association  and  broaden- 
ing its  influence. 
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After  giving  the  usual  detailed  statement  of  cash  transac- 
tions for  the  fiscal  year  ending  June  30,  1914,  the  Treasurer 
furnished  an  analysis  of  that  statement  which  indicates  that 
the  income  for  the  year  was  approximately  $6,900,  of  which 
$6,030  was  for  dues  and  contributions  and  the  balance  pro- 
ceeds from  sales  of  volumes.  The  disbursements  were  $2,275 
made  up  of  the  following  items: — printing  $1,025;  Buffalo 
conference,  stenographer,  etc.,  $235;  traveling  $125;  clerical 
services  in  offices  of  Secretary  and  Treasurer  $225;  postage, 
express  and  freight  $600 ;  miscellaneous  $65. 

This  apparent  excess  of  annual  receipts  over  expenses  for 
the  year  of  $4,625  is  however  reduced  by  the  expense  of  print- 
ing the  new  edition  of  Volume  II  and  the  Readers'  Guide. 
While  these  items  were  not  strictly  expenses  of  the  year  they 
should,  for  practical  purposes,  be  so  considered,  as  such  ex- 
penses will  continue  to  be  incurred  as  the  publicity  work  is 
extended,  especially  if  the  publication  of  the  bulletin  here- 
after mentioned  is  to  be  undertaken.  With  this  added  ex- 
pense as  an  annual  charge,  it  seems  unlikely  that  we  may 
expect  much  permanent  surplus  accumulation.  The  estimate 
of  revenue  for  the  coming  year  is  placed  conservatively  at 
$6,500,  but  the  Treasurer  expresses  the  thought  and  hope  that 
with  active  cooperation  on  the  part  of  the  members  during  this 
year,  we  may  expect  thereafter  to  see  a  constant  growth  in 
resources.  He  introduces  the  suggestion  for  a  bulletin  and 
refers  to  a  proposal  in  that  direction  which  he  submitted  to 
the  officers  early  in  June  1914,  from  which  we  quote  as  follows : 

"Plan  of  Action 

*  *  The  N.  T.  A.  has  now  reached  a  point  where  it  is  in  every  way  desir- 
able to  determine  upon  some  effective  measures  to  assure  its  permanence 
and  increase  its  influence  as  a  factor  in  the  progress  of  the  movement  to 
improve  the  fiscal  affairs  of  the  states  and  provinces. 
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The  groundwork  has  been  done.  We  have  full  representation  and  in- 
terested and  sympathetic  co-operation  from  state  and  provincial  execu- 
tives, taxing  officials,  economists  and  from  representative  groups  of  tax- 
payers. 

The  next  steps  are:  to  stimulate  intercommunication  between  each 
group  and  between  the  members  of  each  group;  to  provide  methods  by 
which  all  may  be  informed  of  particular  activities  in  a  locality  and  may 
study  the  forms  of  statute  and  administrative  detail  through  which  these 
activities  are  being  developed ;  to  promote  suggestion  or  criticism  between 
members  and  to  record  and  circulate  the  same  for  the  general  mutual 
advantage  of  all. 

To  initiate  these  things,  some  medium  is  required  and  the  natural  one 
is  an  organ  or  publication  conducted  by  the  Association,  primarily  for 
its  members  for  their  personal  use  in  interchanging  views.  This  organ 
should  not  occupy  to  any  degree  the  field  now  covered  by  the  annual  vol- 
ume of  proceedings  which  should  be  retained  and  maintained  as  the  for- 
mal repository  of  more  or  less  finished  products  and  should  go  forth  to 
the  public  as  the  chief  educational  factor  in  the  work. 

The  medium  I  have  in  mind  is  quite  informal,  a  stimulator,  a  tool,  a 
machine,  to  be  a  factor  in  the  interchange  of  temporary  ideas  and  sug- 
gestions. It  would  be  newsy  in  character,  not  designed  to  exploit  theories 
or  contain  lengthy  essays  and  addresses.  Its  departments  would  be 
'  Notes  from  the  field, '  giving  those  more  or  less  significant  happen- 
ings in  legislation,  litigation  and  administration  which  would  merely 
inform  us  of  what  is  going  on  at  various  points:  Personal  incidents  on 
the  administration  side,  new  appointments,  changes  in  the  personnel  of 
the  various  commissions  and  tax  boards,  designed  to  furnish  members 
with  news  of  each  other:  A  pretty  full  and  comprehensive  list  of  im- 
portant books,  reports,  speeches,  etc.,  with  such  brief  mention  of  the  eon- 
tents  as  will  enable  members  to  know  their  scope  and  how  they  may  be 
obtained:  Notes  of  progress  of  N.  T.  A.  membership,  and  of  the  activi- 
ties of  the  officers:  Notes  of  the  activities  of  local  tax  associations  and 
conferences. 

It  would  perhaps  be  helpful  to  have  a  short,  snappy  article  in  each 
issue  giving  some  one  forceful  suggestion  for  the  consideration  of  the 
members. 

This  outline  is,  of  course,  most  fragmentary  and  is  intended  to  be  sug- 
gestive of  what  is  in  my  mind.  My  thought  is  that  many  must  be,  as  I 
am,  anxious  to  know  what  is  going  on  elsewhere  in  a  way  which  is  help- 
ful from  a  tax  man's  standpoint.  The  daily  press  reports  of  occurrences 
are  not  helpful  because  usually  written  by  those  who  have  little  technical 
knowledge  of  the  meaning  of  the  occurrences. 

My  predominant  idea  is  to  bind  together  the  tax  officials  of  the  country 
through  an  organ  of  their  own  in  which  free  and  easy  intercourse  may  be 
carried  on  through  news  articles  which  are  reliable  and  interesting  be- 
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cause  coming  from  one  another  and  not  from  outside  sources.  I  believe 
that  such  a  publication  will  effectively  further  our  general  purposes  and 
will  not  be  expensive.  It  would  circulate  regiilarly  once  in  each  month 
free  to  members  and  at  a  nominal  sum  per  year  to  non-members.  It 
might  carry  ads  of  a  character  which  would  interest  the  members,  booka 
on  taxation,  records,  etc. 

My  idea  is  to  start  very  modestly  with  a  4  or  8  page  little  paper  of 
quarto  size.  I  have  gone  as  far  as  to  think  of  a  name  for  this,  the 
'  Round  Table. '  This  name  has  come  to  be  significant  with  us.  It  is 
catchy  and  carries  my  meaning.  I  'm  not  so  sure  but  what  quite  an  out- 
side circulation  could  be  worked  up.  There  is  no  periodical  of  the  kind 
in  existence. ' ' 

It  may  be  stated  here  that  definite  action  was  taken  on  this 
proposal  by  the  Executive  Committee  at  Denver  and  the  Sec- 
retary was  authorized  to  proceed  with  plans  for  starting  a 
periodical  under  the  general  control  of  a  publications  com- 
mittee, consisting  of  the  President,  Secretary  and  Treasurer. 
This  policy  would  appear  to  be  fully  justified  by  the  needs  of 
the  case  and  to  be  approved  by  the  membership  generally  as 
indicated  by  the  observations  of  those  to  whom  it  has  been 
explained. 

The  Denver  Conference  itself,  owing  to  the  distance  of  that 
city  from  the  homes  of  most  of  the  delegates  and  members, 
was  not  so  largely  attended  as  some  of  the  conferences  held  in 
the  past.  There  was  a  wider  distribution  of  delegates,  how- 
ever, than  ever  before  and  ample  evidence  shown  that  the 
infiuence  and  usefulness  of  the  association  are  steadily  grow- 
ing. There  were  present  217  delegates,  representing  36  states, 
the  District  of  Columbia  and  13  colleges.  Of  these,  93  were 
state  and  local  officials,  19  were  college  professors,  26  repre- 
sented railroads,  12  represented  telephone  and  telegraph  com- 
panies and  6  business  corporations.  Three  officials  from  the 
departments  of  the  Federal  Government  and  4  journalists 
also  registered.    Of  those  present,  about  75  were  lawyers. 

The  Treasurer  has  definite  and  emphatic  hopes  for  steady 
progress  in  increasing  the  membership  list  based  upon  his  be- 
lief in  the  stability  of  the  present  membership  and  the  effect 
of  the  rather  widespread  ground-work  already  done  which 
has  been  to  a  great  extent  in  the  nature  of  publicity. 
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The  statistics  of  membership  are  of  such  a  nature  that  it 
seems  advisable  to  include  here  extracts  from  the  report  so  that 
the  members  may  see  the  difficulties  of  the  past  and  may  obtain 
something  more  than  a  general  idea  of  what  has  been  done 
and  perhaps  form  some  personal  definite  conclusions  as  to 
what  may  be  done  to  aid  in  the  work.    We  quote  :— 

"As  was  stated  in  the  report  for  last  year,  there  is  considerable  diffi- 
culty in  preparing  statistics  of  membership.  The  activities  have  been  di- 
rected towards  a  constant  development  of  the  membership  by  the  securing 
of  new  members  and  contributors  and  by  the  attempt  to  change  purchasers 
to  members  and  the  situation' has  been  somewhat  chaotic  and  changeable, 
making  statistics,  to  an  extent,  incomparable. 

As  a  matter  of  fact,  the  time  over  which  our  work  has  extended  has 
been  too  short  to  enable  us  to  reach  satisfactory  general  conclusions.  It 
will  be  remembered  that  the  Treasurer  took  office  in  September,  1912, 
but  active  work  did  not  begin  untH  January,  1913,  so  that  the  period  cov- 
ered up  to  the  end  of  the  fiscal  year  of  this  report  is  but  eighteen  months, 
a  period  altogether  too  short  to  enable  us  to  show  anything  like  perma- 
nent figures  or  to  draw  satisfactory  conclusions  as  to  the  future. 

With  these  qualifications,  however,  we  may  submit  certain  statistics 
which  may  be  of  interest. 

A  study  of  the  situation  at  the  time  of  taking  office  was  made,  as 
shown  in  the  last  report,  and  a  careful  examination  of  the  membership 
list  disclosed  the  fact  that  the  total  number  of  members  then  known  as 
'sustaining'  and  from  whom  dues  or  contributions  might  be  expected, 
amounted  to  89.  There  were  in  addition  'active'  members  to  the  ex- 
tent of  107.  As  these  'active'  members  should  properly  be  treated  as 
purchasers  of  the  volumes,  it  is  fair  to  disregard  them  for  the  moment, 
leaving  the  real  membership  list  at  the  former  figure  of  89. 

During  the  first  six  months  from  January  to  June,  1913,  absolutely 
new  members  were  added  to  the  number  of  147;  in  addition  former  'ac- 
tive' members  became  new  members  to  the  number  of  103,  one  member 
resigned,  leaving  the  total  gain  in  number  of  members  for  the  period  249. 

For  the  fiscal  year  ending  June  30th,  1914,  new  members  were  added 
to  the  number  of  168.  Ten  were  dropped  for  non-payment  of  dues. 
Fifteen  resigned  and  there  were  three  deaths,  a  total  of  28  deductions. 
Three  '  active '  members  became  regular  members,  making  the  total  net 
gain  for  the  year  143. 

The  total  gain  in  regular  members  and  contributors  for  the  period 
from  January,  1913,  to  July,  1914,  was  therefore  392,  a  gain  of  over 
400  per  cent. 

It  may  be  of  interest  to  add  that  in  the  current  year  1914-1915,  not 
covered  by  this  repo'-t,  some  gain  has  already  been  made,  the  number  of 
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new  members  added  being  29.  Two  have  changed  from  purchasers.  There 
have  been  two  deaths,  making  the  net  gain  29. 

The  total  membership  on  September  4th,  1914,  was  510.  In  addition, 
we  have  regular  purchasers  of  our  volumes,  mainly  libraries,  to  the  num- 
ber of  152.  Further,  there  are  regular  sales  through  dealers  to  their 
customers  which  for  the  ciirrent  volume  have  approximated  39,  and  there 
are  sales  of  additional  volumes  to  members,  such  as  those  to  the  Tax 
Commissions  of  Kansas,  New  Hampshire  and  Washington,  making  the 
total  distribution  of  our  current  volume  approximately  900. 

In  general,  the  attempt  during  this  period  has  been  to  secure  as  mem- 
bers, first — the  duly  constituted  state  taxing  officials  of  all  states,  and  in 
this  we  have  been  quite  successful,  having  secured  as  members  the  Com- 
mission, or  members  thereof,  in  all  the  states  which  have  Commissions, 
except  three.  Of  the  states  which  have  no  Tax  Commission  we  have  as 
members  some  of  the  state  revenue  officers  in  all  except  five,  so  that  in 
one  way  or  the  other  we  have  in  our  membership  state  revenue  officials 
in  all  but  eight  states.  It  is  likely,  however,  that  in  some  of  these  the 
volumes  are  to  be  found,  obtained  through  purchase  from  dealers. 

The  next  important  work  has  been  in  placing  our  volumes  either  by 
purchase  or  through  membership,  in  the  state  libraries  and  state  refer- 
ence libraries.  In  this  we  have  been  fairly  successful  and  they  are  to  be 
found  in  such  libraries  almost  imiversally.  Further  work  has  been  done 
with  the  college  and  university  libraries. 

During  the  period  there  has,  of  course,  been  a  constant  endeavor  to 
secure  members  through  individual  appeal  with  the  results  as  above  de- 
scribed. It  is  a  satisfaction  to  feel  that  there  is  a  gradual  though  slow 
appreciation  on  the  part  of  the  public  at  large  of  the  importance  of  more 
careful  and  earnest  study  of  taxation  questions  and  it  seems  quite  ap- 
parent that  the  work  and  activities  of  this  Association  have  done  much 
to  secure  this  result. 

The  interest  displayed  by  the  members  and  by  the  public  generally  in 
the  development  of  this  Association  has  been  a  constant  source  of  gratifi- 
cation to  the  Treasurer  and  he  wishes  to  make  this  public  recognition  of 
his  appreciation  of  assistance  and  inspiration  received  from  many 
sources.  The  experience  has  been  pleasant  and  helpful  and  if  some  prog- 
ress has  been  made  he  will  feel  repaid  for  the  expenditure  of  energy  and 
effort. ' ' 

From  this  it  will  be  seen  that  the  distribution  of  our  annual 
volume  now  reaches  a  substantial  figure.  The  significance  of 
this  report  is  that  in  addition  to  increasing  the  regular  con- 
tributing members  there  has  also  been  the  wide  distribution 
of  the  volume  among  libraries  in  all  parts  of  this  country,  in 
Canada  and  abroad.    The  fact  that  our  publication  is  so  gen- 


20  NATIONAL  TAX  ASSOCIATION 

erally  available  to  legislative  officers,  students  and  investi- 
gators and  to  that  growing  number  of  people  who  take  an 
interest  in  governmental  questions  and  approach  these  ques- 
tions with  more  than  a  superficial  knowledge,  is  a  healthy  sign. 
The  fact  that  the  distribution  to  libraries  perhaps  checks  to 
some  degree  our  growth  for  the  time  being,  should  stimulate 
present  members  to  increase  their  individual  support,  so  as 
to  enable  an  even  wider  public  use  of  this  literature. 

In  the  long  run  the  steady,  constant  and  consistent  display 
of  facts,  critical  analysis  of  these  facts  and  of  their  meaning 
and  significance,  will  attract  to  us  an  increasing  number  of 
those  who  perhaps  now  look  upon  the  movement  as  somewhat 
theoretical  and  impractical. 
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Temporary  Chairman, 
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2.  Address  of  Welcome. 

Hon.  Elias  M.  Amnions,  Governor  of  Colorado. 
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3.  Taxation  of  Irrigated  Lands. 
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John  T.  Brown,  Assessor  of  Mesa  County,  Grand  Junc- 
tion, Col. 

ORGANIZATION  OF  CONFERENCE 

5.  Appointment  op  Permanent  Chairman. 

Charles  V.  Galloway,  State  Tax  Commissioner,  Salem, 
Ore. 

6.  Adoption  of  Rules. 
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President  E.  R.  A.  Seligman :  Ladies  and  Gentlemen,  Mem- 
ers  of  the  National  Tax  Association,  it  gives  me  very  great 
pleasure  to  call  you  to  order  and  to  announce  the  opening  of 
the  sessions  of  this,  the  eighth,  national  tax  conference.  I 
am  sure  that  we  are  all  delighted  to  come  here  to  this  beautiful 
city,  which  is  signalized  among  other  things  by  the  special 
distinction  of  having  one  of  the  youngest  and  one  of  the  most 
vigorous  tax  commissions  now  in  existence,  and  it  is  therefore 
with  special  pleasure  that  I  have  the  honor  of  presenting  to 
you  as  Temporary  Chairman  of  this  conference  Mr.  J.  Frank 
Adams,  the  chairman  of  the  Colorado  Tax  Commission,  which 
has  already  done  such  admirable  and  distinguished  work  in 
the  administration  of  public  finance.  It  gives  me  great  pleas- 
ure to  introduce  Mr.  Adams. 

Temporary  Chairman  J.  Frank  Adams:  Mr.  President, 
Fellow  Members,  Ladies  and  Gentlemen,  I  sincerely  apprecia- 
ate  the  honor  that  has  been  conferred  upon  me  to  act  as  chair- 
man of  the  first  session  of  the  Eighth  Annual  Conference  of  the 
National  Tax  Association.  I  am  advised  that  I  am  not  to  make 
a  speech,  but  just  to  proceed.  I  want  to  say,  however,  that  the 
Tax  Commission  greets  you,  the  City  and  County  of  Denver 
greet  you,  the  State  of  Colorado  greets  you  and  all  its  citizens 
will  greet  you  when  they  have  an  opportunity  later  of  meet- 
ing you.  Governor  Amnions  will  welcome  you  on  behalf  of 
the  great  State  of  Colorado  and  I  now  have  the  pleasure  of 
presenting  to  you  Governor  E.  M.  Ammons. 

Hon.  Elias  M.  Ammons,  Governor  of  Colorado :  Ladies  and 
Gentlemen,  it  is  with  unusual  pleasure  that  I  greet  you  at 
this  meeting.  If  there  is  one  public  question  that  is  always 
before  us  and  always  more  or  less  troublesome  it  is  the  ques- 
tion of  taxation.  Since  governments  were  organized  the  mat- 
ter of  taxation  has  gone  along  as  necessary  to  the  maintenance 
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of  organized  society  and  yet,  being  one  of  the  oldest  institu- 
tions known  to  mankind,  there  is  no  one  who  can  step  forward 
and  say  that  we  have  arrived  at  the  true  solution  or  true 
scientific  plans  for  taxation.  It  is  therefore  meet  that  the 
gentlemen  engaged  most  directly  in  this  work  in  this  country 
should  come  together  to  exchange  notes,  compare  experiences 
and  see  if  this  troublesome  matter  may  not  be  bettered.  I 
have  confidence  that  it  may  be  bettered,  I  understand  those 
of  all  shades  of  thought,  those  having  had  all  sorts  of  exper- 
iences in  this  country,  are  in  attendance  at  this  meeting.  I 
am  assured  therefore  that  the  meeting  will  be  of  great  benefit 
not  only  to  each  one  of  the  states  represented  here  but  to  the 
country  at  large.  The  states  handling  this  matter  of  taxation 
necessarily  must  do  it  on  a  very  different  basis  from  that  upon 
which  the  government  itself  acts.  But  each  state  is  similarly 
situated.  While  it  may  have  a  little  different  class  of  prop- 
erty, the  same  principles  that  should  control  in  one  state 
should  control  in  the  others.  So  long  as  the  states  have  been 
going  independently,  there  is  no  doubt  there  would  be  more 
or  less  difficulty.  If  each  state,  therefore,  is  represented  in 
this  conference  and  if  this  conference  shall  meet  year  after 
year  comparing  these  notes,  there  certainly  will  come  some 
good— and  a  great  deal  of  good— out  of  it.  I  presume  the  same 
situation  exists  in  most  of  the  states..  I  have  made  some  in- 
quiry and  I  find  out  that  the  situation  is  similar  no  matter  to 
what  state  you  may  go.  Here  we  have,  I  imagine,  the  same 
conditions,  where  people  are  simply  anxious  that  their  taxes 
shall  be  equal — and  that  seems  a  simple  matter  but  it  is  an 
extremely  difficult  one  we  find  when  it  comes  to  the  matter  of 
administration.  I  am  willing  to  pay  my  taxes  provided  the 
next  fellow  pays  his.  My  county  is  willing  to  pay  its  share 
of  the  state  taxes  if  the  other  counties  in  the  state  shall  pay 
theirs.  The  thing  to  determine  is  how  best  to  bring  this  about. 
And  there  is  a  question,  as  between  classes  of  property,  that 
I  imagine  arises  in  every  county  and  in  every  state  in  the 
union,  which  must  be  determined;  but  with  the  experience 
which  you  gentlemen  must  have  gained  it  seems  to  me  that 
you  can  make  another  step  forward  this  year  and  I  look  con- 
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fidently  forward  hoping  that  may  be  true.  We  have  had  our 
difficulties,  we  have  them  today,  we  shall  have  them  tomorrow, 
and  if  you  can  help  us  we  will  be  grateful,  and  if  our  commis- 
sion has  had  some  experiences  that  will  be  valuable  to  you  we 
will  be  happy  also.  I  hope  you  ladies  and  gentlemen  who  are 
visitors  here  will  not  only  have  a  profitable  session — profitable 
to  yourselves  and  to  us— but  that  you  will  take  some  little 
time  when  you  have  completed  your  labors  and  go  about  this 
state  and  see  what  we  have  out  here.  We  think  we  have  a 
beautiful  state.  We  think  we  have  a  variety  of  resources  that 
are  scarcely  to  be  equaled  anywhere  on  this  continent  and  we 
believe  we  have  scenery  that  cannot  be  excelled  anywhere,  in 
such  great  variety  that  you  could  not  hope  to  see  it  without 
traveling  through  our  state  for  many  seasons.  It  is  a  beauti- 
ful time  of  the  year.  Our  nights  are  cool  everywhere  in  the 
state,  our  roads  are  in  splendid  condition  now,  and  the  moun- 
tains are  especially  beautiful.  I  hope  that  each  one  of  you 
will  take  a  trip  about  the  state  to  see  what  we  have.  I  am  sure 
you  will  not  only  find  the  welcome  that  the  mayor  will  extend 
for  the  city,  and  which  the  chairman  has  extended  you  for  the 
tax  commission,  but  you  will  find  the  old  proverbial  latch- 
string  hanging  out.  Wherever  you  may  go  in  this  state  the 
people  will  be  glad  to  see  you  and  assist  you  in  having  a  good 
time.  I  therefore,  in  behalf  of  the  state  welcome  you  to  Colo- 
rado and  again  wish  that  you  may  have  not  only  a  profitable 
but  a  most  pleasant  time.    I  thank  you. 

Temporary  Chairman  J.  Frank  Adams:  Honorable  J.  M. 
Perkins  of  the  city  and  county  of  Denver  will  welcome  you  on 
behalf  of  the  city  and  county.  I  now  have  the  pleasure  of 
presenting  to  you  Mayor  Perkins. 

Hon.  J.  M.  Perkins :  Mr.  Chairman,  Ladies  and  Gentlemen, 
I  am  very  glad  to  have  this  opportunity  to  speak  to  you  and 
I  am  glad  to  have  met  a  number  of  you  before  the  meeting. 
I  desire  to  extend  the  cordial  greeting  of  the  city.  As  the 
governor  has  said  about  the  state,  so  we  feel  about  the  city. 
We  think  we  have  a  nice  little  town,  we  try  to  make  visitors 
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welcome,  and  we  sincerely  hope  you  will  enjoy  yourselves  in 
the  city.  You  are  deliberating  on  the  tax  question— a  very 
perplexing  problem.  We  find  the  cry  going  up  all  the  time  to 
lessen  taxes,  lessen  taxes,  and  we  hope  you  will  find  a  way  to 
do  that  and  also  at  the  same  time  to  answer  the  next  inquiry 
that  comes:  "give  us  good  streets,"  "give  us  lights,"  "give 
us  cheap  water."  People  come  to  the  same  committees  and 
want  their  taxes  reduced  at  the  same  time  that  they  ask  for 
special  lighting  on  their  street.  Eighteenth  must  be  as  well 
lighted  as  Seventeenth,  and  Sixteenth  and  Fifteenth  want  them 
lighted  with  ornamental  lights,  and  so  it  takes  all  the  money 
they  paid  in  taxes.  And  now  if  you  will  get  these  two  prob- 
lems together— equalize  the  matter — and  show  us  how  to  get 
along  with  light  taxes  while  doing  a  great  deal  of  work— you 
will  have  accomplished  a  great  thing.  I  suppose  it  is  not 
different  here  from  what  it  is  in  every  other  place.  Of  course 
we  think  we  pay  an  awful  lot  of  taxes,  and  our  people  tliink 
so.  In  talking  with  some  of  the  visitors  here,  when  I  men- 
tioned the  fact  that  we  pay  a  fraction  over  eleven  mills  on  the 
dollar  on  the  full  valuation  of  property,  they  seemed  to  think 
we  are  not  paying  such  high  taxes.  And  yet  I  guess  if  the 
tax  rate  were  half  what  it  is  the  same  people  who  want  the 
taxes  reduced  would  want  them  reduced  still  more  and  the 
same  ones  want  more  improvements.  To  get  the  two  together  is 
the  big  problem.  Personally  I  am  in  favor  of  the  improve- 
ments more  than  the  reduction  of  taxes.  That  is,  I  am  in 
favor  of  reduction  of  taxes  just  as  much  as  we  can  have  it 
and  have  the  improvements  too.  A  city  to  be  worth  anything 
must  have  the  improvements,  like  the  residences..  We  are 
proud  of  our  residences.  If  we  have  a  home  situated  on  a 
beautiful  comer,  w^e  want  the  ground  kept  well,  want  nice 
trees  with  flowers,  want  beautiful  houses  and  nice  furnishings, 
and  all  that  sort  of  thing.  We  should  have  some  pride  and 
beautify  the  city.  So  we  look  to  you  gentlemen  to  solve  these 
problems  for  us.  Again  I  bid  you  welcome  and  offer  you  the 
freedom  of  the  city.  I  shall  be  glad  to  meet  any  of  you  at 
the  city  hall;  I  hope  to  meet  you  in  your  deliberations  here 
from  time  to  time ;  and  I  hope  to  go  with  you  on  some  of  the 
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pleasure  excursions  which  are  planned.    I  thank  you  and  bid 
you  welcome. 

Temporary  Chairman,  J.  Frank  Adams:  The  next  order 
of  business  is  the  Colorado  Session.  As  Mr.  Zander  cannot  be 
here  until  Thursday  morning,  I  will  ask  Mr.  Goudy  to  proceed 
with  his  paper  on  the  Taxation  of  Irrigated  Lands.  I  now 
have  the  pleasure  of  presenting  to  you  the  Honorable  Frank 
C.  Goudy  of  Denver,  Colorado. 


TAXATION  OF  IRRIGATED  LANDS 
Frank  C.  Goudy 

Denver,  Colorado 

The  subject  assigned  to  me  this  evening  is  one  of  very  great 
importance,  particularly  to  the  farmer  or  owner  of  irrigated 
lands  in  Colorado.  I  have  not  had  the  time  to  devote  to  this 
subject  that  I  should  have  taken  because  I  have  been  taxing 
my  energies  in  other  directions  for  the  last  two  days.  But 
one  of  my  good  friends  connected  with  the  tax  commission  sug- 
gested that  I  make  these  remarks. 

The  following  words  are  found  in  the  leaflet  stating  the 
objects  of  your  association,  viz. :  "  In  no  field  of  governmental 
activity  is  there  more  confusion,  more  inefficiency  or  more 
class  feeling  than  in  taxation." 

I  have  quoted  these  words  because,  while  they  are  applicable 
to  the  general  subject  of  taxation,  they  are  perhaps  to  a  greater 
degree  appropriate  to  the  subject  assigned  to  me  upon  this 
occasion. 

Judge  Cooley  defines  taxes  to  be,  "the  enforced  propor- 
tional contributions  from  persons  and  property  levied  by  the 
state  by  virtue  of  its  sovereignty  for  the  support  of  govern- 
ment and  for  all  public  needs.  The  state  demands  and  re- 
ceives them  from  the  subjects  of  taxation  within  its  jurisdic- 
tion that  it  may  be  enabled  to  carry  into  effect  its  mandates 
and  perform  its  manifold  functions,  and  the  citizen  pays  from 
his  property  the  portion  demanded  in  order  that  by  means 
thereof  he  may  be  secured  in  the  enjoyment  of  the  benefits  of 
organized  society.  The  justification  of  the  demand  is,  there- 
fore, found  in  the  reciprocal  duties  of  protection  and  support 
between  the  state  and  those  who  are  subject  to  its  authority 
and  the  exclusive  sovereignty  and  jurisdiction  of  the  state 
over  all  persons  and  property  within  its  limits  for  governmen- 
tal purposes.  *  * 

Another  writer  has  stated :  ' '  The  public  revenues  are  a  por- 
tion that  each  subject  gives  of  his  property  in  order  to  secure 
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or  enjoy  the  remainder."  In  short,  as  another  has  well  said: 
"The  theory  of  all  taxation  is  that  taxes  are  imposed  as  a 
compensation  for  something  received  by  the  tax-payer.  The 
power  of  taxation  is  an  incident  of  sovereignty  and  is  pos- 
sessed by  the  government  without  being  expressly  conferred 
by  the  people.  It  is  a  legislative  power,  and  when  the  people 
by  their  constitutions  create  a  department  of  government  upon 
which  they  confer  the  power  to  make  laws  the  power  of  tax- 
ation is  conferred  as  a  part  of  the  more  general  power. 

"Next,  perhaps,  to  war,  taxation  is  the  most  powerful  in- 
strument of  government  capable,  if  unwisely  used,  of  destroy- 
ing individuals,  communities  and  industries.  Nevertheless, 
few  governmental  functions  are  less  studied  by  the  average 
citizen. ' ' 

Probably  in  no  other  state  of  the  Union,  at  least,  in  none  of 
the  newer  or  younger  states  can  there  be  found  so  great  a 
variety  of  conditions  rendering  it  difficult  for  the  tax  assess- 
ing officers  to  properly  perform  their  duties.  In  this  state 
we  have  the  problem  of  the  taxation  of  silver  and  gold  mines, 
coal  and  iron  mines,  and  in  addition  to  this,  the  problem  of 
taxing  live  stock  handled  under  a  great  variety  of  conditions 
on  account  of  the  different  altitudes,  and  on  account  of  the 
difference  in  handling  live  stock  in  a  dry  land  section  and  in 
the  irrigated  land  section.  Besides,  we  have  the  usual  com- 
plications arising  out  of  the  taxation  of  long  railroad  systems 
operated  under  a  great  variety  of  conditions,  and  also  the 
usual  complications  arising  out  of  taxing  property  in  cities. 
As  to  the  taxation  of  irrigated  lands,  the  constitution  of  Colo- 
rado provides  as  follows : 

"All  taxes  shall  be  uniform  upon  the  same  class  of  subjects 
within  the  territorial  limits  of  the  authority  levying  the  tax, 
and  shall  be  levied  and  collected  under  general  laws  which 
shall  prescribe  such  regulations  as  shall  secure  a  just  valua- 
tion for  taxation  of  all  property,  real  and  personal ;  Provided, 
That  the  personal  property  of  every  person  being  the  head  of 
a  family  to  the  value  of  $200,  shall  be  exempt  from  taxation. 
Ditches,  canals  and  flumes  oumed  and  used  hy  individuals  or 
corporations,  for  irrigating  land  owned  dy  such  individuals 
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or  corporations,  or  the  individual  members  thereof,  shall  not 
be  separately  taxed  so  long  as  they  shall  be  owned  and  used 
exclusively  for  such  purposes." 

At  first  blush  the  taxation  of  irrigated  lands  would  seem  to 
be  a  very  simple  task,  but  it  will  be  observed  that  the  provi- 
sion just  quoted  refers  to  ditches,  canals,  etc.,  used  for  irri- 
gating lands  owned  by  the  stockholders  or  individuals  own- 
ing the  ditches  and  canals.  In  other  words,  the  ditches  or 
ditch  associations  referred  to  by  the  makers  of  the  constitu- 
tion are  what  are  commonly  called  mutual  ditches  or  owners 
of  ditches  as  tenants  in  common. 

In  addition  to  the  mutual  ditches  we  have  a  considerable 
number  of  what  are  known  as  common  carrier  ditches,  that  is, 
ditches  owned  by  companies  that  furnish  water  for  a  certain 
annual  charge,  either  so  much  per  acre  irrigated  or  so  much 
per  cubic  foot,  or  so  much  per  statutory  inch,  but  whether 
operating  under  the  common  carrier  plan  or  under  the  mutual 
arrangement,  the  value  of  irrigated  lands  for  taxation  or  for 
any  other  purpose  must  be  arrived  at  very  largely  by  the 
quality  of  the  water  right  attached  to  or  used  upon  each  par- 
ticular tract  of  land. 

First,  in  assessing  lands  as  are  situated  under  a  mutual 
ditch,  the  assessor  is  confronted  with  the  problem  of  determin- 
ing the  nature  and  value  of  the  priority  owned  by  such  mutual 
ditch  association  or  company.  Sometimes  under  a  mutual 
ditch  one  class  of  water  users  or  land  owners  will  be  entitled 
to  Priority  No.  1.  The  next  set  of  land  owners  under  the  same 
ditch  may  have  Priority  No.  2  and  so  on  down  the  list,  and  as- 
suming that  lands  under  such  system  are  of  equal  fertility,  it 
stands  to  reason  that  the  ones  fortunate  enough  to  possess 
Priority  No.  1  will  be  more  likely  to  have  good  crops  and,  there- 
fore, good  or  better  returns  from  their  lands  than  the  set  of 
land  owners  under  the  same  ditch  system  attempting  to  water 
their  lands  with  a  lower  grade  or  junior  priority.  I  might 
state  in  passing  that  under  our  system  of  irrigation  juris- 
prudence, the  principle  that  ''first  in  time — first  in  right" 
controls.  On  a  river  such  as  the  Arkansas  or  the  Rio  Grande 
or  any  of  our  Colorado  streams  there  will  be  found  a  great 
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number  and  variety  of  priorities  extending  from  No.  1  enjoy- 
ing the  right  to  use  the  water  at  any  time  down  to  the  one  that 
is  last  on  the  stream  or  junior  in  time  to  all  the  others,  and 
such  junior  right,  or  in  fact,  many  of  the  junior  rights  may 
only  be  able  to  utilize  their  lands  for  the  growing  of  quick- 
growth  crops,  while  in  the  same  neighborhood  and  out  of  the 
same  natural  stream  or  source  of  supply  of  water  for  the 
ditches  other  land  owners  may  be  able  to  grow  a  greater  va- 
riety of  crops  with  much  better  yield  than  their  less  fortunate 
neighbors  who  have  junior  priorities. 

For  instance,  under  our  system  of  irrigation,  if  a  public 
stream  is  capable  of  furnishing  1000  cubic  feet  of  water  per 
second  in  flood  time,  which  usually  in  this  state  covers  a 
period  of  20  to  30  days,  after  such  flood  period  the  stream  may 
drop  down  in  a  short  time  to  as  little  as  400  cubic  feet  per 
second.  All  the  junior  priorities  interested  in  such  natural 
stream  are  shut  out  so  far  as  their  ditches  are  concerned,  either 
in  whole  or  in  part  if  the  stream  is  wholly  or  excessively  ap- 
propriated and  if  the  stream  should  drop  further  to  a  supply 
of  100  cubic  feet  per  second  more  of  the  junior  ditches  would 
be  closed.  Anyone  can  readily  see  that  the  people  who  are 
fortunate  enough  to  own  the  senior  priorities  entitled  to  draw 
such  100  cubic  feet,  will  have  a  greater  advantage  in  the  grow- 
ing of  crops  over  those  interested  in  the  900  cubic  feet  that 
have  been  cut  ofi^  by  reason  of  the  lack  of  supply  of  water  in 
the  drainage  area  contributing  to  such  public  stream. 

While  the  constitution  exempted  the  ditch  rights  as  I  have 
stated,  it  does  not  follow  that  the  land  owner  under  such  ex- 
empted ditch  is  to  escape  having  his  irrigated  lands  taxed,  be- 
cause his  lands  are,  or  should  be  taxed  just  the  same  as  the 
lands  of  a  person  living  under  a  common  carrier  ditch.  While 
it  is  true  that  we  have  a  very  considerable  acreage  of  what  are 
known  as  dry  lands  in  this  state  upon  which  farmers  are  suc- 
cessfully growing  crops,  nevertheless,  the  man  who  possesses 
a  well  irrigated  farm  is  the  one  who  is  most  likely  to  enjoy 
good  crops  each  and  every  year,  while  his  neighbor  living 
above  the  ditch  and  on  dry  lands  may  not  be  able  to  grow 
crops  each  year.    Hence  irrigated  land  from  the  very  nature 
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of  things  carries  a  higher  value  for  tax  purposes  than  the  dry 
lands.  All  the  land  of  the  state  capable  of  being  tilled  has  a 
certain  value  and  such  value  would  be  quite  uniform  if  the 
element  of  irrigation  did  not  enter  into  the  problem,  but  the 
moment  that  water  is  conducted  through  a  mutual  ditch  or 
any  other  character  of  ditch  the  land  is  increased  in  value  in 
proportion  to  the  value  of  the  water  priority  thus  annexed  to 
it. 

Again,  the  question  of  altitude  enters  into  the  problem  and 
complicates  it  because  in  Colorado  we  have  farming  carried 
on  from  an  altitude  of  about  4000  feet  to  an  altitude  as  high 
as  7,500  feet,  and  anyone  who  has  paid  any  attention  to  the 
matter  knows  that  a  farmer  living  at  an  altitude  of  7500  feet 
is  limited  in  variety  of  crops  he  can  grow,  and  even  though 
he  enters  into  the  grooving  of  such  crops  as  alfalfa  his  com- 
petitive neighbor  at  a  lower  altitude  on  the  same  quality  of 
land  and  with  the  same  quality  of  water  right  or  priority  will 
be  able  to  outstrip  him  in  the  matter  of  production  because 
a  man  in  the  high  altitude  will  probably  be  able  to  grow  only 
one  or  two  crops  of  alfalfa  per  year,  whereas  the  man  in  the 
lower  altitude  will  be  able  to  enjoy  from  three  to  four  crops 
(if  alfalfa  per  year.  Again,  the  man  in  the  altitude  above  prob- 
ably 6000  feet  is  wholly  unable  to  grow  fruit,  at  least  beyond 
home  consumption,  whereas  the  man  having  irrigated  lands 
at  a  low  altitude  such  as  we  have  at  Canon  City,  Palisades  and 
other  fruit  sections  of  the  state  can  use  his  land  to  great  ad- 
vantage for  fruit  growing.  Often  in  the  same  county  we  will 
find  all  these  varieties  of  climate,  altitude  and  priorities  of 
right  entering  into  the  problem  of  assessing  irrigated  lands  for 
taxation  purposes. 

While  there  is  a  difference  in  the  value  of  lands  under  al- 
most every  ditch  system  because  of  the  difference  in  quality 
of  water  right,  there  is  perhaps  a  greater  difference  in  value 
caused  by  the  difference  in  conditions  arising  on  irrigated 
lands.  Water  from  the  natural  stream  known  as  the  South 
Platte  River,  reaching  from  the  South  Park  at  a  very  high 
altitude  to  the  plains  at  Julesburg  and  Sterling,  in  a  much 
lower  altitude,  offers  great  differences  in  value  because  of 
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great  differences  in  conditions.  I  am  sure  that  there  is  no 
more  complicated  problem  involved  in  the  assessing  of  prop- 
erty in  Colorado  than  that  covered  by  the  subject  assigned  to 
me  this  evening.  It  is  true  that  the  assessing  power,  whether 
it  be  the  assessor  or  the  state  tax  commission,  can  simplify  the 
matter  possibly  by  fixing  the  value  of  each  piece  of  land  for 
taxation  purposes  on  the  basis  of  its  market  value.  That  is 
an  unsatisfactory  basis  of  arriving  at  a  proper  conclusion  and 
uniformity  of  taxation  because  strange  as  it  may  seem  we  have 
not  only  a  great  variety  and  quality  of  lands  themselves  under 
any  one  ditch  system,  but  we  often  have  a  great  difference  in 
values  of  the  water  rights  themselves.  A  may  occupy  the 
southeast  quarter  of  a  certain  section  of  land,  and  use  it  for 
growing  crops  by  irrigation.  B  may  occupy  the  southwest 
quarter  of  the  same  section,  which  land  may  be  equal  in  fer- 
tility \nth  the  lands  of  A,  but  owing  to  an  inferior  priority  or 
right  to  use  water,  B  may  be  unable  to  make  his  land  anything 
like  as  productive  and  useful  as  A,  and  the  market  value  of  his 
land  may  be  practically  the  same,  or  a  market  may  not  exist. 

I  can  only  suggest  in  conclusion  that  the  question  of  arriv- 
ing at  the  value  of  irrigated  lands  for  taxation  will  necessitate 
as  high  or  a  higher  degree  of  care  than  the  handling  of  any 
other  property,  and  the  assessor  or  assessing  power,  whatever 
it  may  be  designated  or  named,  will  probably  in  time  be  able 
to  classify  such  lands  and  arrive  at  something  like  a  fair  uni- 
formity or  fair  valuation  thereon. 

In  addition  to  the  complications  I  have  attempted  to  point 
out,  we  have  in  some  localities  the  further  problem  arising 
from  the  creation  of  what  is  known  as  irrigation  districts, 
where  the  lands  are  bonded  to  a  very  considerable  sum  per 
acre  in  order  to  enable  the  farmers  living  in  such  districts  to 
bring  their  lands  to  a  high  degree  of  cultivation  by  obtaining 
a  supply  of  water  for  irrigation.  In  some  sections  the  prob- 
lem is  still  further  complicated  by  the  necessity  of  drainage, 
some  such  work  being  done  by  individuals,  and  other  eases  by 
or  under  our  state  drainage  law. 

I  desire  to  thank  the  association  for  the  honor  of  being  per- 
mitted to  address  you  upon  this  occasion. 


COOPERATION   OF    THE   COUNTY  ASSESSORS  AND 
TAX  COMMISSION 

John  T.  Brown 

Assessor  of  Mesa  County,  Grand  Junction,  Col. 

From  the  very  nature  of  his  duties  the  problems  of  an  asses- 
sor are  many  and  varied.  The  law  presumes  him  to  be  an 
expert  on  the  value  of  all  kinds  of  classes  and  conditions  of 
property  of  whatever  nature  or  description.  Real  estate,  both 
lands  and  lots,  improvements  of  every  character,  personal 
property  of  all  kinds,  mines,  industries  of  every  description — 
with  respect  to  the  valuation  of  all  these  he  is  expected  to 
qualify  as  an  authority. 

Ordinarily  assessors  are  just  normal  human  beings  possessed 
of  nothing  more  than  the  average  powers  or  capabilities  of  the 
normal  man.  Usually  this  ordinary,  normal  man  is  called  to 
fill  the  expert  position  just  outlined  without  preparation  or 
knowledge  of  what  is  required  of  him. 

The  work  of  an  assessor's  office  requires  judgment  and  skill 
along  certain  lines  which  can  only  be  acquired  after  close 
application  and  a  long  experience  in  the  measure  and  test  of 
values.  Opportunity  for  this  training  cannot  be  found  out- 
side of  the  practical  knowledge  to  be  gained  by  close  contact 
with  the  work  itself,  or  by  relying  on  the  experience,  guidance, 
and  cooperation  of  a  central  body,  having  power  and  author- 
ity to  prescribe  rules,  regulations  and  general  methods  of  de- 
termining the  relative  values  of  the  different  classes  of  prop- 
erty. 

The  assessment  of  property  is  an  approximation  of  the  rela- 
tive value  of  the  different  forms  or  classes  of  property,  based 
on  the  uniform  method  of  valuation,  provided  by  the  statutory 
provision  of  the  law,  and  no  official  has  a  responsibility  placed 
on  his  shoulders  that  calls  for  a  higher  order  of  intelligence, 
or  more  discreet  and  discriminating  judgment  in  approximat- 
ing this  relation  of  values  than  an  assessor, 
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One  of  the  principal  duties  imposed  on  the  tax  commission 
of  this  state  and  I  do  not  hestitate  to  say  the  most  important 
function  they  are  called  upon  to  perform  is  found  in  Sec.  13, 
of  the  act  which  provides,  among  other  things,  that  the  tax 
commission  shall  have  and  shall  exercise  supervision  over 
"county  assessors"  and  boards  of  equalization. 

In  my  judgment  this  is  an  exceedingly  wise  provision  of 
law,  and  at  the  same  time  clothes  the  tax  commission  with  a 
power  not  to  be  lightly  or  loosely  used,  but  demands  a  most 
searching  and  thorough  investigation  into  the  character  of  the 
local  assessor's  work,  as  well  as  a  complete  understanding  of 
the  condition  of  affairs  generally  throughout  the  counties  of 
the  state. 

To  properly  consummate  this  work  will  require  time  and 
painstaking  work,  devising  methods  of  comparison  and  proper 
standards  of  value.  I  shall  first  take  up  the  question  as  to 
how,  in  my  judgment,  a  tax  commission  can  properly  cooperate 
vdth  county  assessors  and  so  render  ' '  first  aid  to  the  injured ' ' 
or  give  to  the  assessor  the  only  real  help  he  can  get  outside  of 
his  experience  in  an  assessor's  office.  I  base  my  judgment  on 
a  period  of  practical  experience  in  an  assessor's  office.  The 
first  and  fundamental  principle  of  all  assessments  should  be 
uniformity  of  assessments  on  the  same  classes  of  property  in 
the  several  counties  of  the  state.  Inasmuch  as  the  valuation 
of  real  estate  comprises  the  large  part  of  all  assessment  it  is 
important  that  a  uniform  method  of  determining  its  values 
be  adopted  and  some  plan  devised  whereby  an  equitable  assess- 
ment can  be  had  as  between  counties  and  communities. 

I  have  already  stated  that  assessment  of  property  is  an  ap- 
proximation of  relative  values  based  as  nearly  as  possible  on 
the  true  value  thereof,  by  any  method  of  measuring  or  de- 
termining the  relation  that  may  be  employed. 

It  is  apparent  therefore  that  the  important  thing  to  consider 
is  the  best  method  to  devise  that  will  best  measure  and  arrive 
at  the  nearest  approximation  of  the  true  value  of  land. 

I  take  the  position  that  inasmuch  as  the  statutes  of  this  state 
very  wisely  provide  that  the  tax  commission  shall  supervise 
all  assessment,  that  it  is  imperative  that  they  take  a  positive 


COUNTY  ASSESSORS  AND  TAX  COMMISSIONS  35 

position  on  this  important  part  of  the  assessor's  work,  and  ^ve 
the  assessors  of  the  counties  the  benefit  of  their  findings,  and 
prescribe  a  definite  method  by  which  the  assessors  may  be 
guided  in  their  manner  of  arriving  at  the  value  of  real  estate. 

The  sale  value  of  property  where  the  seller  voluntarily  offers 
to  sell  at  a  certain  price  and  where  the  buyer  without  any  un- 
usual necessity  therefor  voluntarily  agrees  to  pay  is  one  of 
the  best  tests  of  value  that  can  be  found.  It  is  not  absolutely 
correct  but  is  one  of  our  best  tests. 

I  wish  to  digress  just  enough  to  say  that  in  my  judgment 
the  bill  sought  to  be  introduced  in  the  last  regular  legislature 
in  this  state  which  provided  for  a  true  and  valid  consideration 
to  be  given  in  deeds  was  one  of  the  wisest  and  most  necessary 
pieces  of  revenue  legislation  that  was  sought  to  be  enacted  by 
the  last  general  assembly,  as  it  would  climate  all  the  one  dollar 
and  other  considerations  feature  in  deeds,  and  provide  a 
foundation  based  on  statutory  enactment  upon  which  a  system 
of  real  estate  valuations  could  be  computed,  that  would  be 
reliable  and  could  not  be  successfully  disputed. 

How  to  accurately  and  fairly  find  or  determine  a  true  value 
for  land  is  a  problem  that  truly  tests  the  ability  and  resources 
of  both  assessors  and  tax  commission,  more  especially  in  this 
western  country  where  values  are  not  so  fixed  and  stable  as 
in  the  older  states.  Here,  we  are  continually  subject  to  a 
fluctuating  market  in  which  there  is  a  decided  element  of  spec- 
ulation. 

It  presents  a  very  different  problem  than  the  valuing  of  the 
agricultural  districts  of  the  prairie  states  of  the  east  with  their 
continuity  of  soil  and  stable  values  and  without  the  element 
of  different  water  rights,  which  in  the  irrigated  sections  of 
the  west  is  one  of  the  most  important  factors  to  consider. 

This  problem  certainly  calls  for  a  most  needed  cooperation 
between  the  tax  commission  and  the  county  assessor,  and  I  am 
sure  the  commission  will  sustain  me  when  I  say  that  it  has 
been  the  most  difficult  thing  with  which  they  have  had  to  deal 
in  this  state,  with  its  varieties  of  soils  and  of  climatic  condi- 
tions due  to  different  elevations  and  locations.  The  diversity 
of  products  and  different  methods  employed  by  the  irrigation 
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enterprises,  also  inject  into  the  proposition  many  phases  that 
do  not  enter  into  the  problem  in  other  sections  of  the  country. 
Therefore  the  methods  in  determining  the  value  of  lands  take 
into  consideration  all  of  the  factors  enumerated  above  and  at 
once  present  a  complex  and  puzzling  proposition. 

In  the  matter  of  the  livestock  assessment,  I  believe  the  tax 
commission  should  make  a  schedule  of  values  based  on  age  and 
grade  of  all  kinds  of  stock,  taking  into  consideration  the  dis- 
tance to  markets,  the  accessibility  to  open  range,  and  any  thing 
else  that  may  have  a  bearing  on  the  valuation;  and  should 
issue  every  year,  after  the  annual  meeting  of  assessors,  when 
a  full  discussion  of  the  matter  may  be  had,  a  schedule  of  such 
values  for  every  portion  of  the  state,  and  send  them  out  under 
the  orders  of  the  commission  and  then  require  every  assessor 
to  comply  with  them  or  show  satisfactory  reason  for  not  doing 
so. 

One  of  the  most  perplexing  problems  that  I  have  had  to  deal 
with  is  the  determining  of  the  value  of  improvements  on  city 
lots  and  ranches;  and  it  is  one  of  the  many  things  that  the 
owners  seem  to  want  to  question  more  than  any  other  item. 

In  my  county  I  have  worked  out  a  system  of  finding  these 
values  by  the  cubic  foot  contents  of  a  building,  classifying  the 
different  methods  of  construction  and  giving  each  class  a  rate 
per  cubic  foot,  then  deducting  a  per  cent  for  depreciation,  and 
thereby  endeavoring  to  reach  a  fair  value.  There  may  be  other 
known  methods  which  are  better  than  this,  and  I  would  re- 
spectfully suggest  that  our  tax  commission  devise  some  well 
tried  and  uniform  method,  based  on  the  best  experience  of 
architects  and  practical  builders  and  have  them  printed  and 
sent  to  all  assessors  that  there  may  be  a  uniform  method  of 
determining  the  value  of  this  class  of  property,  as  I  am  con- 
vinced there  is  altogether  too  much  guess  work  and  not  enough 
"system  used  in  arriving  at  these  values.  Local  cost  of  material, 
local  scales  of  wages,  location  of  building  and  many  other  mat- 
ters would  enter  into  these  values,  but  it  seems  to  me  some 
practical  and  fairly  uniform  method  should  be  devised  by 
which  a  just  value  could  be  arrived  at  and  greatly  aid  the 
assessor  with  this  perplexing  problem ;  and  the  field  men  sent 
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out  by  the  commission  to  check  up  the  work,  or  the  commis- 
sioners themselves  in  making  their  official  visits  could  have  an 
adequate  and  uniform  rule  by  which  to  determine  whether  or 
not  each  assessor  was  making  a  just  and  fair  assessment  as 
compared  with  other  counties  and  between  individual  tax- 
payers. 

The  placing  of  valuation  on  property  for  the  purposes  of 
taxation  is  not  an  exact  science  to  be  readily  determined  by  any 
fixed  rule  of  procedure,  but  can  only  be  determined  by  general 
rules  intelligently  applied  in  a  systematic  way  to  all  classes 
of  property. 

Summing  up  the  whole  proposition  of  cooperation  between 
the  tax  commission  and  assessors  of  the  several  counties : 

The  tax  commission  should  prescribe  general  rules  and 
methods  for  finding  the  values  of  land  improvements,  fix  a 
scale  of  values  for  personal  property  of  every  description,  and 
then  it  would  be  the  duty  of  the  assessor  to  consistently  and 
intelligently  apply  them,  and  where  this  fails  to  be  done  the 
conunission  would  have  to  take  such  action  as  to  them  seems 
most  desirable.  With  such  aid  and  with  actual  experience  to 
his  credit,  the  trials  of  an  assessor  would  be  greatly  reduced. 

The  tax  commission  and  assessor  of  this  state  have  a  great 
work  to  perform  which  calls  for  the  highest  order  of  patriotism, 
conscientious  and  conservative  effort. 

The  equitable  distribution  of  property  of  the  state  so  that 
the  burden  of  taxation  may  be  equitably  distributed  through- 
out the  state,  is  a  work  worthy  of  the  best  thought  and  earnest 
effort  of  any  man,  and  a  spirit  of  cooperation  and  a  disposition 
for  fairness  should  be  the  feeling  that  exists  between  the  tax 
commission  and  assessors,  so  that  a  relatively  fair  and  uniform 
assessment  may  be  made  on  all  classes  of  property  wherever 
situated. 


ORGANIZATION  OF  CONFERENCE 

Temporary  Chairman  J.  Frank  Adams :  The  next  order  of 
business  is  the  organization  of  the  conference.  Mr.  C.  V.  Gal- 
loway, Tax  Commissioner  of  Oregon,  has  been  selected  by  the 
executive  committee  as  permanent  chairman  of  this  convention. 
I  take  great  pleasure  in  introducing  Mr.  Galloway. 

Mr.  Charles  V.  GaUoway  of  Oregon :  Mr.  Chairman,  Ladies 
and  Gentlemen,  Delegates  to  the  Eighth  Annual  Conference  of 
the  National  Tax  Association,  I  once  heard  of  a  man  who  was 
traveling  through  Georgia  in  one  of  the  rural  precincts  and  he 
had  to  make  some  small  purchases  at  a  country  store.  His 
smallest  change  was  a  one  dollar  bill  which  the  storekeeper  un- 
fortunately could  not  change,  so  he  started  out  thinking  he 
could  find  some  native  around  the  store  who  could  make  the 
change  and  the  first  man  he  accosted  was  an  old  darkey  sitting 
on  the  steps  in  front  of  the  building,  and  he  said,  "Uncle 
George,  can  you  change  a  one  dollar  bill  for  me?"  The  old 
darkey  tipped  his  hat,  "  'deed,  sir,  'deed,  sir,  I  can't  but  I 
sure  appreciate  the  compliment  just  the  same. ' '  You  may  find 
before  the  sessions  are  concluded  that  I  cannot  make  the 
change  or  deliver  the  goods  but  I  appreciate  the  compliment 
just  the  same. 

For  several  years  or  as  long  as  I  have  been  a  member  of  the 
tax  commission  of  Oregon  I  have  been  attending  these  con- 
ferences. I  have  learned,  as  I  think  every  other  tax  commis- 
sioner in  the  United  States  has  learned,  that  to  the  proceedings 
of  the  conferences  of  the  National  Tax  Association  he  can  look 
and  should  look  for  his  best  store  of  information  and  facts  on 
this  most  perplexing  problem  of  government;  not  only  the 
most  perplexing  problem,  the  biggest  problem— the  problem 
that  is  least  understood.  I  say  least  understood— of  course  I 
am  speaking  of  other  states  than  Oregon  when  I  say  least  un- 
derstood, for  in  Oregon  under  our  system  of  government  every 
citizen  (that  includes  both  sexes)  is  an  expert  on  taxation ;  and 
if  you  do  not  believe  it  I  would  extend  to  you  an  invitation  to 
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come  tx)  Oregon  at  some  time  when  we  have  a  tax  campaign  on, 
or  at  any  time  preceding  a  general  election  when  people  have 
to  ponder  and  consider  the  merits  and  demerits  of  thirty  or 
forty  different  measures  relating  to  aU  conceivable  subjects 
and  eight  or  nine  relating  to  the  problem  of  taxation  from  its 
different  angles  and  every  conceivable  angle.  If  you  do  not 
think  that  they  study  those  problems,  I  want  to  call  to  your 
attention  that  right  now  for  several  weeks  we  have  had  the 
paper  mills  of  the  country  going  over-time  to  supply  paper  for 
our  ofl&cial  pamphlet,  which  goes  to  every  registered  voter, 
which  is  printed  by  the  state  and  distributed  to  every  voter, 
and  that  pamphlet  contains  not  only  the  text  of  every  measure 
to  be  voted  on  at  the  election,  but  it  contains  arguments  pro 
and  con  affecting  every  measure.  This  year  we  have  seven 
different  tax  propositions  on  the  ballot,  most  of  them  pro"- 
viding  for  amendments  of  the  constitution,  but  the  people  are 
very  safe.  These  measures  won't  carry  for  we  have  learned 
through  experience  that  about  the  safest  thing  to  do,  probably 
not  the  wisest  thing  to  do  always,  is  to  vote  "no"  on  every- 
thing. So  of  course  we  members  of  the  tax  commission  who 
are  particularly  interested  in  two  of  these  measures  want  to 
see  them  singled  out  from  the  rest,  and  we  are  perfectly  will- 
ing tha  they  should  vote  "no"  on  everything  else,  though  to 
play  the  game  safe  it  is  entirely  possible,  even  probable,  that 
they  wiU  swat  everything  right  down  the  line.     (Laughter.) 

Now  you  see  this  executive  committee  of  the  National  Tax 
Association  after  presenting  the  excellent  program  that  has 
proceeded  has  reserved  the  ' '  big  bore ' '  for  this  part  of  the  pro- 
ceedings, but  I  want  to  say  just  one  word  before  calling  for 
formal  organization  of  the  conference,  and  that  is  to  point  out 
a  distinction  that  exists  in  fact  between  the  National  Tax  Asso- 
ciation and  the  conference  held  under  the  auspices  of  the  Na- 
tional Tax  Association.  The  National  Tax  Association  is  an 
organization  made  up  of  members  who  pay  dues,  hold  each  one 
a  regular  membership  in  the  organization  and  have  ofl&cers  and 
an  executive  committee,  and  each  year  this  National  Tax  Asso- 
ciation acting  through  its  officers  decides  on  a  place  for  a  con- 
ference and  holds  a  conference,  asking  the  governors  of  all 
states  to  appoint  delegates,  and  universities  and  colleges  to 
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send  representatives,  and  other  organizations  to  send  delegates 
and  representatives  to  this  conference,  which  is  annually  held. 
Now  these  delegates  or  representatives  may  or  may  not  be 
members  of  the  National  Tax  Association.  The  conference  is 
not  directed  after  the  organization  is  perfected  and  the  people 
are  brought  together— the  conference  is  in  the  hands  of  the 
delegates.  The  resolutions  that  they  adopt,  the  record  that 
they  make,  is  made  by  the  delegates  of  the  conference.  There 
are  two  distinct  organizations,  to  put  it  properly.  The  Eighth 
Annual  Conference  is  this  gathering.  The  National  Tax  Asso- 
ciation has  merely  brought  you  together.  And  permit  me  to 
say  that  of  all  the  conferences  I  have  attended,  it  seems  to  me 
that  there  has  no  gathering  started  under  more  favorable 
auspices.  While  there  have  at  this  stage  of  the  proceedings 
perhaps  been  larger  attendances  at  other  meetings,  I  think 
there  has  never  been  a  better  representation  from  so  many 
states,  from  so  many  educational  institutions,  and  from  so 
many  heavy  taxpaying  organizations  of  the  country. 

I  believe  that  in  the  regular  order  of  things  it  is  proper  now 
to  elect  a  permanent  secretary,  giving  him  power  to  appoint 
such  assistants  as  he  may  require. 

[Mr.  T.  S.Adams  was  then  elected  secretary  of  the  conference 
and  appointed  Mr.  Charles  A.  Andrews  of  Massachusetts  as- 
sistant secretary.] 

Chairman  Galloway :  I  believe  the  next  thing  in  order  is  to 
read  the  recommendations  of  the  executive  committee  of  the 
association  in  reference  to  rules  and  committees  and  program. 

Secretary  Adams :  Eiules  of  procedure  are  not  of  great  im- 
portance in  this  conference,  but  it  has  been  customary  for  the 
executive  committee  to  recommend  certain  rules  which  you 
may  or  may  not  adopt  or  may  modify  as  seems  best.  The 
executive  committee  of  the  National  Tax  Association  makes 
the  following  recommendations : 

Peogeam  and  Eules 

That  the  program  as  printed  and  distributed  be  adopted  and  followed 
with  such  modifications  as  may  be  required  by  reason  of  absences,  vacan- 
cies or  other  causes. 
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The  usual  rules  of  parliamentary  procedure  shall  control. 

Each  speaker  shall  be  strictly  limited  to  twenty  minutes  for  the  presen- 
tation of  a  formal  paper.  He  shall  be  warned  two  minutes  before  the  ex- 
piration of  such  period.  The  time  of  a  speaker  may  be  extended  by 
unanimous  consent  of  those  present. 

In  general  discussion  each  speaker  shall  be  limited  to  five  minutes  and 
no  person  shall  speak  more  than  once  during  the  same  period  of  discus- 
sion until  others  desiring  to  speak  have  been  heard. 

Voting  Pow^eb 

The  voting  power  of  the  Conference  upon  any  question  involving  an 
official  expression  of  opinion,  shall  be  vested  in  delegates  in  attendance 
appointed  by  governors  of  states,  by  universities  and  colleges  or  institu- 
tions for  higher  education  and  by  state  associations  of  certified  public 
accountants. 

No  person  shall  have  more  than  one  vote  by  reason  of  his  appointment 
as  a  delegate  from  more  than  one  source. 

The  voting  power  shall  be  by  ayes  and  nays,  unless  a  roll  call  be  de- 
manded. 

On  all  other  questions  the  voting  shall  be  by  vote  of  all  in  attendance. 

The  receipt  of  reports  made  to  this  Conference  by  committees  of  the 
National  Tax  Association  shall  not  be  considered  as  expressing  its  opin- 
ion on  the  subjects  treated. 

Committees 

A.  A  committee  of  three  on  credentials,  to  be  appointed  by  the  chair- 
man, who  shall  designate  the  chairman  of  such  committee. 

B.  A  committee  on  resolutions,  composed  of  one  delegate  from  each 
state,  selected  from  among  the  delegates  appointed  by  governers,  but  in 
case  of  the  non-attendance  of  any  such,  any  person  from  such  state  may 
be  appointed. 

The  chairman  shall  designate  the  chairman  of  this  committee,  such 
person  to  arrange  for  its  organization. 

All  resolutions  involving  an  expression  of  opinion  of  the  conference 
on  the  subject  of  taxation,  or  their  subject  matter,  shall  be  read  to  the 
conference  before  submission  to  the  committee,  and  shall  be  immediately 
referred  without  debate. 

[After  discussion,  the  above  rules  were  adopted.  The 
chairman  appointed  Professor  C.  J.  Bullock  chairman  of  the 
committee  on  resolutions,  and  the  following  committee  on  cre- 
dentials: Mr.  A.  E.  Holcomb  (chairman),  S.  E.  Hamer  and 
C.  P.  Link.] 
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TAX     LEGISLATION     ENACTED     AND     CONSTITU- 
TIONAL AMENDMENTS  PENDING  DURING  1914. 

M.  Markham  Flannery. 

Chief  of  Tax  Division,  United  States  Bureau  of  Corporations, 
Washington,  D,  C. 

Efforts  to  improve  the  administration  of  tax  laws,  and  the 
methods  of  taxing  securities,  and  to  encourage  forestry  con- 
stitute the  chief  features  of  tax  legislation  enacted  during 
1914. 

Administration.— The  continuation  of  the  trend  toward 
greater  centralization  of  administration,  noted  by  Hon.  Joseph 
E.  Davies  in  a  paper  read  before  the  1913  Convention  of  this 
Association,  is  found  during  1914  in  the  practically  complete 
centralization  of  the  administration  of  Maryland's  tax  laws, 
and  in  an  attempt  to  extend  the  powers  of  the  New  York  State 
Tax  Commission. 

Maryland. — Maryland's  1914  law  follows  in  some  respects 
the  Ohio  plan,  but  introduces  an  original  feature  in  the  method 
of  selecting  deputies  or  officials  responsible  for  the  supervision 
of  the  administration  of  tax  laws  in  each  county.  Instead  of 
being  appointed  through  civil  service  or  without  restriction, 
each  such  official  is  selected  by  the  tax  commission  from  a  list 
of  five  persons  submitted  by  the  county  commissioners.  This 
method  of  appointment,  while  not  interfering  with  the  author- 
ity of  the  tax  commission  over  local  assessments,  gives  the 
county  a  considerable  degree  of  influence  in  the  selection  of 
officials  who  are  at  once  responsible  to  the  people  and  to  the 
conunission.  The  county  supervisor  in  Maryland  has  no  orig- 
inal assessing  power.  Now,  as  formerly  assessments  are  made 
by  county  commissioners,  but  it  is  made  the  duty  of  the  super- 
visor to  appeal  to  the  tax  commission  from  any  assessment  or 
ruling  which  he  may  consider  improper.  The  commission's 
power  of  supervision  over  local  assessments  is  practically  com- 
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plete.  It  can  change  any  local  assessment  on  its  own  initiative ; 
and  among  other  powers  granted  are  those  of  assessing  the  prin- 
cipal classes  of  public-service  corporations,  of  punishing  for 
contempt,  of  prescribing  uniform  blanks  and  of  inaugurating 
uniform  methods  of  accounting. 

New  York.— In  New  York  a  bill  to  extend  the  powers  of  the 
tax  commission  was  passed  by  the  Senate  but  failed  in  the 
lower  house.  The  New  York  Legislature  did,  however,  remove 
certain  statutory  restrictions  which  prevented  the  state  tax 
commission  from  exercising  the  power  to  simplify  the  tax  roll. 
Under  this  new  law  it  will  be  possible  to  show  in  intelligent 
form  the  various  rates  and  details  of  assessment.  Another 
administrative  act  in  New  York  provided  for  the  unification  of 
tax  levies  in  a  single  county.  This  act,  though  not  important 
in  itself,  is  significant  in  indicating  the  beginning  of  a  much 
needed  reform  attempted  for  the  entire  state.  To  accomplish 
this  for  the  entire  state  companion  bills  were  submitted  by  a 
committee  of  the  New  York  State  Tax  Conference  which  pro- 
vided for  one  tax  levy  for  all  purposes  in  each  county  and  for 
collection,  at  one  and  the  same  time,  of  state,  county,  miscel- 
laneous, school,  and  special  district  taxes.  The  temporary  fail- 
ure of  this  state-wide  reform,  intended  to  provide  for  unifica- 
tion, simplification,  and  convenience,  is  probably  due  to  num- 
erous statutory  changes  necessary  for  its  accomplishment. 

Massachusetts.— In  Massachusetts  an  act  of  1913,  intended 
to  take  effect  in  1915,  made  possible  and  inevitable  the  quicker 
payment  of  taxes  by  providing  that  summary  procedure  should 
be  taken  not  later  than  one  year  from  the  mailing  of  the  tax 
notices.  An  act  of  1914  extended  the  one  year  time  limit  to 
two  years.  This  last  act  has  brought  about  serious  complica- 
tions, because  the  1913  legislature  forbade  the  renewal  of  loans 
in  anticipation  of  taxes.  Municipalities  will,  therefore,  be  em- 
barassed  when  their  loans  made  in  anticipation  of  taxes  come 
due,  and  the  money  from  which  to  pay  them  has  in  part  been 
uncollected. 

South  Carolina.  — The  only  other  administrative  measure 
worthy  of  note,  was  a  provision  for  the  unification  of  returns 
from  all  taxes  in  South  Carolina. 
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Securities. 

Low  Uniform  Bate.  —  The  taxation  of  securities  has  received 
much  consideration  during  the  present  year  in  Maryland,  New 
York,  and  Massachusetts. 

The  Maryland  law  which  provided  for  the  taxation  of  cor- 
porate credits  and  dividend-paying  shares  of  foreign  corpora- 
tions at  a  fixed  local  rate  of  30  cents,  plus  the  annual  state  rate 
applicable  to  property  in  general,  was  this  year  amended  so 
that  the  entire  rate  cannot  now  exceed  45  cents.  In  1896,  when 
this  system  was  first  adopted  in  Maryland,  the  constitutionality 
of  levying  a  fixed  rate  for  state  purposes  was  seriously  ques- 
tioned, but  subsequently  judicial  interpretation  justified  the 
levying  of  a  fixed  rate  in  lieu  of  the  regular  state  rate,  which 
rate  since  1896,  has  increased  from  less  than  18  cents  to  31 
cents.  In  addition  to  the  element  of  uncertainty,  it  is  plain 
that  the  aggregate  rate,  61  cents  in  1914,  with  prospects  of  in- 
creasing in  future  years,  was  too  high  to  obtain  the  best 
results.  Another  weighty  consideration,  with  respect  to  this 
change,  was  the  method  of  treating  intangibles  in  the  juris- 
dictions immediately  surrounding  Maryland.  Thus  in  both 
the  District  of  Columbia  and  in  Delaware  such  securities  are 
entirely  exempt  from  taxation.  In  Pennsylvania  they  are 
taxed  at  a  uniform  rate  of  40  cents,  and  in  Virginia  a  rate  of 
20  cents  was  this  year  applied  on  bank  deposits,  and  there  are 
indications  that  Virginia  may  extend  the  classification  method 
to  other  classes  of  property.  In  Maryland,  county,  town,  and 
city  obligations  have  also  this  year  been  exempted  from  all  tax- 
ation. 

Secured-Dehts  Tax.— An  act  similar  in  some  respects  to  the 
secured-debts  tax  law  in  New  York  was  passed  in  Massachu- 
setts. 

The  Massachusetts  act  provides  for  the  registration  of  bonds 
secured  by  tangible  property  ■wdthin  or  without  the  state,  pro- 
vided such  property  was  actually  taxed  during  the  preceding 
year.  Upon  the  payment  of  a  fee  of  30  cents  for  each  $100 
face  value,  such  bonds  are  certified  as  tax-free  for  a  period  of 
one  year.  One-half  of  the  revenue  from  this  source  is  for  state 
and  the  other  half  for  local  purposes. 
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In  its  administrative  and  optional  features  it  resembles  the 
New  York  law,  but  it  is  essentially  different  in  other  important 
particulars.  Thus,  unlike  the  New  York  law  it  is  limited  to  a 
specific  kind  of  secured  debts,  while  the  New  York  law  applies 
to  secured  and  certain  kinds  of  unsecured  debts.  In  effect,  it 
resembles  an  annual  flat  tax  rate,  rather  than  a  commutation 
of  taxes  secured  by  the  payment  of  a  nominal  fee ;  because  reg- 
istration in  Massachusetts  must  be  renewed  and  the  fee  must 
be  paid  each  year  in  order  to  secure  annual  exemption  of  the 
bonds. 

The  Massachusetts  law,  however,  may  be  repugnant  to  the 
State  Constitution,  which  requires  that  all  property  shall  be 
proportionately  taxed,  while  the  New  York  law  is  not  en- 
dangered by  constitutional  restrictions. 

The  question  of  repealing  or  amending  the  New  York  se- 
cured-debts  law  was  given  much  consideration  during  the  last 
legislative  session.  Bills  for  both  purposes  were  introduced 
but  failed  of  passage.  Among  the  amendments  proposed  was 
one  intended  to  substitute  an  annual  rate  for  the  registration 
fee,  which,  w^hen  paid  once,  exempted  securities  forever. 

Mortgage-Recording  Tax. — A  bill  intended  to  change  some 
features  of  New  York's  mortgage- recording  law  was  intro- 
duced at  the  instance  of  the  State  Board  of  Tax  Commissioners, 
the  apparent  intention  being  to  clarify  the  original  law  which 
has  proven  very  difficult  of  administration,  and  to  secure  some 
method  of  apportionment  of  taxes  between  taxing  districts, 
especially  with  respect  to  mortgages  which  were  affected  by 
prior  incumbrances.  It  also  provided  for  recording  mort- 
gages covering  property  located  both  within  and  without  the 
state,  with  an  optional  clause  to  permit  the  payment  of  the  fee 
upon  the  entire  amount  of  such  mortgage.  This,  in  effect,  was 
perhaps  an  extension  of  the  secured-debts  law  theory,  and  was 
evidently  so  understood  by  the  Governor  who  in  his  veto  mes- 
sage expressed  opposition  to  the  bill  on  the  ground  that  the 
proceeds  would  necessarily  have  to  be  apportioned  to  the  local- 
ities, whereas  his  desire  was  to  safeguard  the  revenue  of  the 
state. 
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Stock-Transfer  Tax.— In  a  slightly  modified  form  Massa- 
chusetts has  adopted  the  New  York  stock-transfer  tax  and 
now  imposes  an  excise  of  two  cents  on  each  $100  of  the  face 
value  of  stock  sold  or  transferred.  This  act  does  not  apply  to 
stock  transferred  as  collateral  security,  not  to  stock  of  a  de- 
ceased person  transferred  to  his  executor  or  administrator,  nor 
to  transfers  by  a  trustee  to  his  successor  or  co-trustee  under  the 
same  trust. 

Shares  of  Bank  Stock.— luegislation  affecting  the  taxation  of 
bank  shares  was  enacted  in  Maryland,  New  Jersey  and  Rhode 
Island. 

In  Maryland,  bank  shares  were  formerly  taxed  at  the  gen- 
eral property  tax  rates.  The  1914  legislature  changed  the  law 
so  that  they  are  now  taxed  at  a  fixed  local  rate  of  one  per  cent, 
plus  the  regular  state  rate.  This  change  was  occasioned  by 
reason  of  the  dissatisfaction  with  respect  to  the  old  system. 
Bankers  claimed  that  discretionary  power  could  be  exercised 
by  the  state  in  fixing  the  value  of  stock  of  other  corporations 
while  no  such  power  could  be  exercised  with  respect  to  bank 
shares,  which  are  represented  by  cash  and  by  credits  of  definite 
value. 

New  Jersey 's  method  of  taxing  bank  shares  at  the  residence 
of  the  owner,  less  the  value  of  exempted  securities,  has  been 
changed  so  that  both  bank  and  trust  companies  are  now  taxed 
at  the  principal  office  on  capital,  surplus  and  undivided  profits 
at  the  rate  of  three-fourths  of  one  per  cent. 

Rhode  Island  has  also  amended  its  laws  relating  to  the  assess- 
ment of  shares  of  bank  and  trust  companies,  except  savings 
banks,  so  that,  in  addition  to  deducting  the  values  of  real 
estate,  bonds  of  the  state  and  of  the  United  States,  the  value  of 
tangible  property  and  of  exempted  property  is  also  deducted. 

Forest  Taxation. — Massachusetts  was  the  only  state  wherein 
legislation  affected  forest  taxation  during  the  present  year. 

As  a  result  of  the  work  of  the  special  committee  appointed 
in  1913,  IMassachusets  has  this  year  permitted  wild  or  forest 
land  to  be  classified  as  wood  lot  and  plantation.  Land  so  classi- 
fied is  subject  to  a  forest  land  tax  levied  on  the  value  of  the 
bare  land,  standing  timber  is  subject  to  a  commutation  tax, 
and  cut  timber  is  subject  to  a  product  tax. 
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In  assessing  wood  lot,  land,  trees  and  buildings  are  separ- 
ately valued.  Trees  are  valued  according  to  stumpage  and 
buildings  are  subject  to  taxation  as  real  estate. 

The  act  is  intended  to  encourage  forestry  by  providing  a  tax 
system  that  is  not  prohibitory,  if  strictly  enforced.  It  abolishes 
the  present  tax  on  land  registered  under  the  act,  and  imposes 
new  taxes  which  are  lighter  in  amount,  and  of  which  the  prin- 
cipal one  (the  product  tax)  is  payable  only  at  the  time  timber 
is  cut.  It  also  substitutes  certainty  for  uncertainty  of  tax 
burden.  |     ^  '^  j 

The  forest  land  tax  is  levied  on  the  bare  land  value  at  the 
local  rate  annually.  On  land  with  a  site  value  of  $5  per  acre, 
or  less,  the  tax,  at  the  average  rate  prevailing  in  the  state,  will 
amount  to  9  cents  per  year  or  less,  per  acre. 

Forest  land  in  Massachusetts  has  always  been  taxed,  or  tax- 
able, at  its  fair  cash  value,  including  land  value,  at  the  general 
rate  imposed  on  property.  Growing  timber,  therefore,  paid  a 
substantial  tax  in  1913  and  this  revenue  the  town  would  not 
give  up.  Therefore  the  new  law  provides  that,  if  land  having 
timber  on  it  of  merchantable  value  is  registered  under  the  act, 
the  amount  of  tax  paid  in  1913  in  respect  of  timber  then  on  the 
lot,  shall  be  commuted.  This  tax,  called  a  commutation  tax, 
will  gradually  disappear  when  timber  is  cut,  and  it  can  not 
be  increased. 

The  theory  of  the  law  is  simple.  For  lands  having  no  timber 
of  merchantable  value  on  them,  it  provides  a  tax  on  the  bare 
land  value  levied  annually,  and  a  tax  on  the  timber  when  cut. 
For  lands  having  on  them  in  1913  growing  timber  of  value  it 
also  provides  a  tax  equal  to  the  tax  paid  on  the  timber  in  1913. 
This  tax  will  disappear  when  the  timber  is  cut,  thus  leaving 
such  land  subject  thereafter  only  to  the  tax  on  the  land. 

Capital  Stock  Tax.— Both  Massachusetts  and  Maryland 
passed  legislation  with  respect  to  their  capital  stock  taxes. 

A  Massachusetts  act  relating  to  foreign  corporations  supple- 
ments the  capital  stock  tax,  which  provides  a  rate  of  one-fif- 
tieth of  one  per  cent  on  the  authorized  capital  stock  of  foreign 
corporations,  such  tax  in  no  year  to  exceed  $2,000.  This 
$2,000  limitation  had  the  effect  of  exempting  capital  stock  in 
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excess  of  $10,000,000,  and  to  remedy  this  the  1914  act  requires 
foreign  corporations  to  pay  one  one-hundredth  of  one  per  cent 
on  authorized  capital  stock  in  excess  of  $10,000,000.  The  latter 
act  may,  it  is  thought,  cause  corporations  subject  thereto  to 
withdraw  from  the  state  and  to  provide  for  the  transaction  of 
their  business  in  Massachusetts  by  the  organization  of  com- 
paratively small  subsidiaries. 

Maryland  this  year  has  replaced  the  corporate  excess  tax  on 
domestic  business  corporations  by  the  general  property  tax  on 
tangible  personal  property  and  by  a  small  graduated  annual 
tax  based  on  issued  and  outstanding  capital  stock.  Formerly 
such  domestic  corporations  were  assessed  on  the  value  of  their 
capital  stock,  less  the  value  of  exempted  property  and  the  value 
of  real  property  taxed  locally.  This  system  was  said  to  favor 
foreign  corporations  as  they  were  not  subject  to  the  corporate 
excess  tax,  but  paid  the  general  property  tax  on  real  and  per- 
sonal property  and  a  small  graduated  franchise  tax  on  capital 
employed  in  the  State.  The  purpose  of  the  new  system  is  to 
tax  foreign  and  domestic  corporations  on  practically  the  same 
basis. 

The  incorporation  fee  was  also  reduced  in  an  effort  to  induce 
companies  intending  to  do  business  in  Maryland  to  incorporate 
in  that  state  instead  of  elsewhere. 

Inheritance  Tax. — Inheritance  taxation  received  considera- 
tion in  New  Jersey,  Kentucky  and  New  York. 

In  New  Jersey  inheritances  were  formerly  taxed  on  collat- 
eral heirs  only.  This  year  its  law  was  amended  so  as  to  tax  be- 
quests in  excess  of  $5,000  to  direct  heirs.  The  exemption  ap- 
plies to  each  distributive  share  and  the  rate  varies  from  one  to 
four  per  cent,  according  to  the  amount  of  the  bequest  and  the 
degree  of  relationship.  The  law  is  also  amended  in  another 
important  particular,  namely,  the  only  property  of  nonresi- 
dent decedents  now  taxable  in  New  Jersey  is  real  property, 
goods,  wares  and  merchandise  within  this  state,  shares  of  do- 
mestic corporations  and  of  national  banking  associations. 

Following  the  recent  laws  of  West  Virginia  and  South 
Dakota,  Kentucky  now  imposes  on  corporations  a  penalty  of 
20  per  cent  for  permitting  foreign  executors  or  administrators 
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to  transfer  taxable  stock,  or  loans  upon  which  the  tax  has  not 
been  paid.  Under  the  same  law  corporations  may  be  required 
to  list  all  transfers  of  stock  of  nonresident  decedents  made 
within  five  years,  and  annually  thereafter  to  report  such  trans- 
fers. County  courts  are  given  jurisdiction  over  inheritance 
taxes. 

Massachusetts  has  strengthened  the  administrative  feature 
of  its  legacy  and  succession  tax  by  giving  the  Commissioner  of 
Taxes  additional  authority  to  secure  material  facts  relating 
to  the  assessment  thereof.  False  swearing  is  made  punishable 
and  testimony  may  be  compelled  by  any  justice  of  the  superior 
court. 

In  New  York  an  attempt  to  return  to  the  taxation  of  intan- 
gible personal  property  of  nonresident  decedents,  to  insert  in 
the  law  a  complicated  reciprocal  provision,  and  to  impose  im- 
portant limitations  with  respect  to  exemptions  on  charitable 
bequests,  failed. 

Exemptions.— Im-portant  additional  exemptions  were  pro- 
vided for  in  Maryland  while  exemptions  were  restricted  in 
IMassachusetts. 

In  Maryland  the  exemption  of  household  furniture  to  the 
extent  of  $300,  formerly  confined  to  Baltimore  County  and 
City,  has  been  increased  to  $500,  and  extended  so  as  to  apply 
to  the  whole  state.  Likewise  the  power  of  counties  to  exempt 
manufacturing  machinery,  formerly  granted  by  special  act  of 
the  legislature  only,  has  also  been  made  general,  and  the  power 
to  exempt  such  machinery  is  now  given  to  the  county  commis- 
sioners of  each  county. 

The  exemption  by  Massachusetts  of  bonds  issued  by  muni- 
cipalities, counties  and  certain  specified  minor  taxing  districts 
has  been  extended  so  as  to  include  bonds  issued  by  certain  other 
districts.  By  previous  legislation,  all  real  and  personal  prop- 
erty of  corporations  organized  for  charitable  purposes  has  been 
exempted  from  taxation.  Decisions  of  the  Massachusetts 
courts  have  made  this  exemption  very  broad,  so  that  such  cor- 
porations if  doing  a  small  amount  of  charitable  work  and  a 
comparatively  large  amount  of  work  for  profit,  nevertheless 
secured  the  exemption.    An  act  of  1914  provides  that  one  class 
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of  charitable  institutions,  namely,  insane  asylums,  shall  not 
receive  the  benefits  of  exemption,  unless  at  least  one-fourth  of 
their  property  and  income  is  used,  without  charge,  for  the 
benefit  of  indigents. 

Unimportant  exemptions  were  also  provided  for  in  Rhode 
Island,  New  York  and  Kentucky, 

Unclassified.— The  Ohio  law  relating  to  the  levy  for  sinking 
fund  and  interest  purposes  has  been  amended  so  as  to  provide 
for  sinking  funds  and  interest  for  all  bonds  issued  by  any 
political  subdivision  of  the  State  and  that  ' '  such  taxes  shall  be 
placed  before  and  in  preference  to  all  other  items  and  for  the 
full  amount  thereof. ' ' 

In  New  Jersey,  where  debt  was  formerly  deductible  from 
both  tangible  and  intangible  property,  an  amendment  this  year 
permits  such  deductions  from  intangible  property  only. 

The  operation  of  the  poll  tax  has  been  extended  in  Rhode 
Island  and  slightly  restricted  in  Kentucky, 

Constitutional  Amendments. 

During  the  past  twelve  months  minor  amendments  to  state 
constitutions  affecting  taxation  have  been  rejected  in  Ohio 
and  Pennsylvania,  and  proposed  amendments  are  pending  in 
nineteen  states. 

The  amendment  rejected  in  Ohio  was  intended  to  provide 
for  the  exemption  of  public  bonds.  The  amendment  rejected 
in  Pennsylvania  was  intended  to  allow  the  legislature  to  enact 
graduated  or  progressive  taxes. 

Amendments  now  pending  in  ten  states  are  intended  to  pro- 
vide for  the  classification  of  property  for  taxation  purposes. 
These  states  are  Kentucky,  Iowa,  North  Carolina,  Kansas, 
Nebraska,  New  Mexico,  North  Dakota,  Oregon,  IMaryland  and 
Ohio.  A  classification  amendment  in  Kentucky  received  a 
majority  of  votes  in  1913,  but  because  of  failure  to  comply  with 
certain  formalities  it  was  declared  unconstitutional.  Graded 
and  progressive  taxes  on  incomes  in  Oregon,  and  on  incomes, 
franchises  and  occupations  in  Kansas  and  Nebraska  are  the 
subjects  of  pending  amendments  in  these  three  states.  Author- 
ity for  an  income  tax  with  different  rates  for  different  sources, 
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but  uniform  as  to  the  same  source,  is  proposed  in  Massa- 
chusetts. A  pending  amendment  in  Oregon  would  preserve 
the  present  requirements  for  equal  assessment  and  taxation  of 
all  property,  would  limit  tax  exemptions  of  individuals  to  $300 
in  value,  and  would  require  two-thirds  vote  of  the  electors 
to  make  any  change  with  respect  to  either  provision. 

Municipal  home  rule  is  provided  in  pending  amendments 
in  Wisconsin  and  California.  The  purpose  is  to  permit  cities 
and  towns,  by  referendum  vote,  to  exempt  from  local  taxa- 
tion, certain  designated  classes  of  property.  A  different  trend 
is  found  in  ^Missouri  and  North  Carolina.  In  Missouri  a  pend- 
ing amendment  follows  an  amendment  adopted  recently  in 
Ohio  which  prohibits  the  use  of  the  referendum  for  the  purpose 
of  classifying  property  or  for  levying  a  single  tax  on  land ; 
and  in  North  Carolina  a  pending  amendment  is  intended  to  pro- 
hibit the  exemption  of  property  from  taxation  by  enactment  of 
local,  private,  or  special  laws.  In  Oregon  a  pending  land  tax 
measure  is  intended  to  provide  a  graduated  tax,  in  addition  to 
other  levies,  upon  every  person  or  corporation  owning  land  and 
natural  resources  of  a  greater  assessed  value  than  $25,000, 

Other  pending  amendments  are  intended  to  provide  for  the 
construction  and  maintenance  of  public  roads  in  ^Missouri  and 
North  Dakota;  for  irrigation  or  drainage  projects  in  South 
Dakota;  for  the  exemption  of  certain  educational  institu- 
tions, and  for  the  limited  exemption  of  vessels  in  Cali- 
fornia ;  for  the  exemption  of  public  bonds  in  Kentucky ;  for  the 
exemption  of  $1,500  of  the  total  assessed  value  of  the  dwelling 
house,  tangible  personal  property,  orchards,  and  other  im- 
provements on  lands  made  by  clearing  and  draining,  for  each 
person  in  Oregon ;  for  the  protection  of  domestic  animals  in 
Wyoming;  for  the  repeal  of  the  poll  tax  in  California;  for  in- 
creasing the  equalization  powers  of  the  state  equalizing  board, 
and  prohibiting  it  from  making  original  assessments  in  Colo- 
rado; for  a  bounty  to  persons  planting  useful  forest  trees  on 
private  lands,  and  for  special  taxation  of  dogs  in  Mnnesota; 
and  for  authority  to  increase  the  state  tax  for  educational  pur- 
poses in  Montana. 
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In  all  of  the  states  except  Kentucky,  Maryland,  Iowa,  Massa- 
chusetts, and  Wisconsin  the  proposed  amendments  will  be 
voted  upon  during  the  present  year;  in  Kentucky  and  Mary- 
land they  will  be  voted  upon  in  1915,  and  in  Iowa,  Massa- 
chusetts, and  Wisconsin  they  were  referred  to  the  next  regular 
session  of  the  legislature. 

Mr.  H.  A.  Thompson  of  Alabama— For  the  information  of 
the  conference  I  may  say  that  there  have  been  some  recent  de- 
cisions of  the  supreme  court  in  Alabama  upholding  recent 
acts  of  the  legislature.  One  was  the  appropriation  by  the  re- 
cent legislature  of  $25,000  for  research  work ;  another  was  up- 
holding the  legislature  on  intangible  taxes  and  solvent  credits. 
I  interject  this  statement  for  the  information  of  the  conference. 


ROUND  TABLE-PROBLEMS  AND  PROGRESS 

Hon.  John  Mitchell  of  California,  chairman  of  Round  Table : 
Mr.  President,  Ladies  and  Gentlemen,  I  am  sorry  that  you 
are  to  be  deprived  of  the  presence  and  counsel  of  Professor 
Plehn  of  the  University  of  California.  We  of  California  have 
learned  to  appreciate  him  most  thoroughly.  As  the  idea  of  this 
round  table  originated  with  Dr.  Adams  of  Wisconsin,  I  am 
going  to  call  upon  him  at  this  time  to  say  a  few  words. 

Professor  T.  S.  Adams:  Mr.  Chairman,  I  merely  want  to 
urge  on  every  one  present  the  desirability  of  active  partici- 
pation in  this  conference,  particularly  in  this  session.  This  is 
your  conference,  and  those  of  us  who  have  planned  it  want  you 
to  feel  free  not  only  to  participate  but  to  seek  and  secure  from 
the  other  delegates  present  everything  that  they  may  have  of 
value  to  you.  This  is  an  assemblage  of  men  who  are  engaged 
in  the  administration  of  taxes.  We  have  representatives  from 
nearly  forty  states,  many  universities  and  many  large  corpora- 
tions. Every  variety  of  tax  law,  of  tax  expedients,  of  tax 
methods  that  has  been  tried  in  this  country  is  understood  by 
somebody  present.  You  must  have  questions  in  your  mind: 
you  must  want  to  know  how  this  law  has  worked  in  that  place, 
whether  this  device  has  succeeded  or  failed  in  another  place ; 
you  must  have  problems  besetting  you.  Here  is  the  chance  to 
get  light  on  your  problems.  That  is  what  this  conference  is 
for.  The  papers  are  helpful  and  interesting,  but  you  can  read 
them  later.  Personal  contact  you  cannot  get  anywhere  else  as 
you  can  get  it  at  this  meeting.  Personal  contact  is  what 
counts. 

To  illustrate  this  I  will  say  that  I  have  seen  an  important 
part  of  a  tax  system  utterly  revolutionized  by  a  simple  little 
device.  I  was  in  Porto  Rico,  where  the  internal  revenue  tax  is 
a  very  important  part  of  the  revenue  system.  They  used  at 
first  the  device  of  putting  a  stamp  on  the  package  of  sale  and 
canceling  it.     It  did  not  work.     The  stamps  were  taken  off, 
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washed  and  used  again.  It  was  impossible  to  police  the  island 
so  that  the  practice  could  be  stopped.  But  it  so  happened 
that  the  man  in  charge  had  come  in  contact  with  the  Mexican 
system,  which  is  so  devised  that  the  revenue  stamp  is  automat- 
ically destroyed  when  used  for  the  first  time.  I  need  not  de- 
scribe the  changes  which  made  an  unsuccessful  system  a  suc- 
cessful system.  It  multiplied  the  revenue  several  times  over, 
as  I  remember.  The  man  who  introduced  the  Mexican  device 
had  learned  of  it  by  personal  contact. 

I  want  every  member  of  the  conference  here  to  feel  that  he 
has  not  only  a  special  invitation  to  participate  in  the  delibera- 
tions, but  that  he  is  free  to  go  to  anybody  else  and  ask  ques- 
tions. We  want  to  get  rid  of  the  sort  of  formality  that  clogs 
and  congeals.  We  want  members  to  come  out  in  the  open  with 
their  questions.  We  want  to  make  this  conference  useful.  It 
will  be  useful  if  you  feel  free  to  ask  for  information  and  also 
feel  an  obligation  to  state  to  the  conference  and  call  its  atten- 
tion to  any  development  in  your  particular  state  which  has 
been  of  real  significance,  the  importance  of  which  may  not  be 
known  elsewhere. 

Chairman  Mitchell:  I  shall  now  call  upon  Mr.  George  Lord 
of  Michigan  for  a  summary  of  the  activities  of  state  tax  asso- 
ciations. 


ACTIVITIES    OF    STATE    TAX   ASSOCIATIONS    AND 
ASSOCIATIONS  OF  STATE  TAX  OFFICIALS 

George  Lord 

Secretary,  Michigan  Tax  Association,  Detroit,  Michigan 

From  the  information  I  have  been  able  to  gather,  I  find  that 
the  following  states  have  regularly  organized  State  Tax  Asso- 
ciations in  active  operation:— California,  New  York,  North 
Dakota,  Arizona,  Kentucky,  Indiana  and  Michigan.  In  addi- 
tion to  these  organizations,  an  association  was  organized  in 
Minnesota  in  1906.  I  am  unable  to  find  that  this  association 
is  now  in  existence.  From  correspondence  received  from  Min- 
nesota I  think  it  is  safe  to  say  that  it  is  not.  The  activities  of 
these  associations  may  be  summarized  as  follows : 

The  California  State  Tax  Association  was  organized  last 
winter  and  its  officers  are  John  S.  Drum,  President,  Dudley 
Cates,  Secretary.  Its  offices  are  at  761  Pacific  Building,  San 
Francisco.  The  activities  of  the  association  have  been  mostly 
confined  to  county  and  municipal  research  with  a  view  of 
bringing  about  improved  administrative  methods.  The  associa- 
tion intends  to  extend  its  field  of  operation  as  indicated  by  the 
following  interesting  statement  contained  in  a  letter  received 
from  the  Secretary,  Mr.  Cates: 

' '  It  will  not  be  long  before  we  must  undertake  the  study  of  state-wide 
taxation  problems.  I  am  informed  that  there  is  considerable  apprehen- 
sion over  the  failure  of  state  revenue  (derived  from  the  corporations 
under  a  'separation'  plan)  to  keep  pace  with  the  growing  expenses  of 
the  state.  At  the  last  legislature,  the  rates  were  raised  on  the  corpora- 
tions and  it  is  not  likely  that  they  can  stand  another  raise,  wherefore 
some  new  source  of  revenue  must  be  tapped  or  there  must  be  a  return  to 
the  general  property  tax  to  make  up  a  deficiency.  No  legislature  subject 
to  the  recall  would  consider  this  for  a  moment,  so  you  see  that  our  tax 
problems  are  solved  only  temporarily.  This  association  expects  to  take 
an  active  part  in  the  consideration  of  the  new  plan  which  will  be  forth- 
coming soon." 
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The  New  York  Tax  Reform  Association  was  organized  in 
1891  and  its  present  officers  are  William  G.  Low,  President, 
Dallas  B.  Pratt,  Treasurer,  A.  C.  Pleydell,  Secretary.  Offices 
are  at  29  Broadway,  New  York,  and  are  open  every  business 
day  of  the  year.  It  has  a  membership  of  about  six  hundred 
and  its  minimum  membership  fee  is  ten  dollars.  It  holds  no 
public  meetings  but,  it  had  much  to  do  with  starting  the  con- 
ferences on  taxation  in  the  State  of  New  York,  and  it  has  been 
quite  active  in  matters  of  tax  legislation. 

Four  state  conferences  on  taxation  have  been  held  in  New 
York.  The  first  in  Utica  in  1911,  the  second  at  Buffalo  in  1912, 
the  third  at  Binghamton  in  1913  and  the  fourth  at  Syracuse  in 
1914.  These  conferences  have  been  largely  attended,  repre- 
sentatives from  all  sections  of  the  state  being  present,  indicat- 
ing a  keen  interest  on  the  part  of  the  taxpaying  public.  The 
printed  proceedings  of  the  conferences  disclose  that  the  ad- 
dresses and  discussions  were  of  a  high  order. 

Referring  to  the  beneficial  results  of  these  conferences,  Mr. 
Charles  J.  Tobin,  Assistant  Secretary  of  the  State  Board  of 
Tax  Commissioners  says : 

"The  Board  feels  that  these  conferences  have  done  more  than  all  else 
to  awaken  the  people  on  the  subject  of  taxation  in  this  state.  The  con- 
ferences have  also  assisted  the  Board  in  the  organization  of  associations 
by  assessors  in  the  different  counties  of  the  state.  In  the  matter  of  legis- 
lation much  has  been  gained  through  the  tax  conferences  and  it  is  ex- 
pected that  they  will  be  the  forum  for  the  discussion  of  new  tax  legisla- 
tion in  this  state. ' ' 

The  North  Dakota  State  Tax  Association  was  organized  in 
1909.  Professor  James  E.  Boyle  of  the  University  of  North 
Dakota  is  the  active  head  of  this  association.  Its  membership, 
while  not  large,  is  active,  the  creation  of  a  State  Tax  Commis- 
sion being  undoubtedly  largely  due  to  its  efforts.  The  associa- 
tion is  supported  by  the  receipts  from  membership  dues,  the 
amount  being  two  dollars  a  year  from  each  member.  The  asso- 
ciation has  couducted  six  annual  conferences  on  taxation,  held 
in  various  parts  of  the  state.  Complete  reports  of  the  proceed- 
ings of  the  conferences  have  not  been  published  but  the  asso- 
ciation has  issued  various  pamphlets  relating  thereto  and  from 
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these  I  draw  the  conclusion  that  the  work  of  the  association 
has  been  and  is  highly  commendable. 

The  State  Taxpayers  Association  of  Arizona  was  organized 
April  9th,  1914.  The  officers  are  P.  A.  Tharaldson,  president, 
C.  G.  Ellis,  treasurer,  K.  G.  Whitmarsh,  secretary.  Its  offices 
are  located  at  Phoenix.  The  association  is  supported  by  annual 
membership  dues  consisting  of  an  amount  equal  to  such  per 
cent  of  taxes  paid  by  each  member  as  shall  be  determined  by 
the  executive  committee.  The  primary  object  of  the  associa- 
tion is  to  aid,  encourage  and  promote  economy  in  the  adminis- 
tration of  public  business ;  to  co-operate  with  public  officials  in 
matters  relating  to  taxation ;  to  ascertain,  by  investigation, 
approved  methods  of  assessment  and  taxation  and  to  make 
recommendations  to  public  officials  with  reference  thereto. 
The  association  publishes  a  highly  creditable  monthly  paper, 
devoted  to  the  interests  of  the  taxpayers  and,  judging  from 
articles  contained  in  copies  already  issued,  it  will  be  of  much 
educational  value  to  the  people  of  the  state.  The  first  state 
conference  on  taxation  was  held  at  the  time  the  association  was 
organized  and  undoubtedly  others  will  be  held  annually. 

The  State  Tax  League  of  Kentucky  was  recently  organized 
and  its  officers  are  H.  M.  Froman,  President,  Howard  G.  Skiles, 
secretary.  It  also  has  an  executive  committee  consisting  of 
twenty  members.  Offices  are  in  the  United  American  Building, 
Frankfort.  It  has  the  large  membership  of,  approximately, 
twenty-five  hundred  and  it  is  supported  by  voluntary  contri- 
butions. The  efflorts  of  the  league  have  been  devoted  prin- 
cipally toward  bringing  about  an  amendment  to  the  state  con- 
stitution granting  the  legislature  power  to  enact  laws  pro- 
viding for  a  classification  of  property.  The  desirability  of  this 
change  in  the  fundamental  and  statutory  laws  of  the  state  can 
be  best  set  forth  by  quoting  from  a  letter  received  from  Mr.  P. 
N.  Clark,  secretary,  committee  on  Tax  Reform  of  the  Louis- 
ville Commercial  Organizations,  as  follows : 

' '  The  State  of  Kentucky  is  burdened  with  the  antiquated  general  prop- 
erty tax  laws  which  were  incorporated  in  the  constitution  in  1891.  Un- 
der the  influence  of  this  unequal  system,  personal  property  in  the  shape 
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of  cash,  bonds,  stocks,  notes  and  other  securities  has  almost  disappeared 
from  the  assessor's  books  and  the  state's  revenues  are  not  suflScient  to 
cover  expenses,  resulting  in  the  accumulation  of  a  large  indebtedness  rep- 
resented by  state  vyarrants  to  the  extent  of  several  million  dollars. ' ' 

Such  an  amendment  was  submitted  to  and  adopted  by  the 
people  at  the  last  November  election,  but  it  was  declared  in- 
valid by  the  Court  of  Appeals  because  the  secretary  of  state 
failed  to  follow  the  requirements  of  law  in  advertising  it,  I 
am  advised  that  the  amendment  will  be  again  submitted  to  the 
people  in  November,  1915. 

The  Indiana  Tax  Commission  was  organized  in  1914.  The 
officers  are  Professor  William  A.  Rawles,  Indiana  University, 
Bloomington,  president,  W.  K.  Stewart,  Indianapolis,  treas- 
urer, Fred  B.  Johnson,  Indianapolis,  secretary.  It  is  the  in- 
tention of  the  association  to  establish  a  permanent  office  and 
the  secretary  will  devote  his  entire  time  to  the  work.  A  state 
tax  conference  was  held  at  Bloomington  last  February  under 
the  auspices  of  the  Indiana  University,  which  was  well  at- 
tended. The  proceedings  of  the  conference,  which  were  pub- 
lished and  issued  by  the  Extension  Division  of  the  University, 
discloses  a  determination  on  the  part  of  the  leading  teachers 
and  students  of  taxation,  also  of  public  officials,  to  bring  about 
improved  conditions  in  that  state.  The  success  of  the  confer- 
ence reflects  much  credit  upon  all  those  responsible  for  its  be- 
ing held,  especially  the  Indiana  University,  which  I  under- 
stand was  the  prime  mover  in  the  undertaking. 

The  Michigan  State  Tax  Association  was  organized  in  1912. 
Present  officers  are,  Arthur  B.  Williams,  president,  John  A. 
Russell,  treasurer,  George  Lord,  secretary.  Offices  are  in  the 
Dime  Bank  Building,  Detroit.  It  has  a  membership  of  about 
two  hundred  fifty  and  it  is  supported  by  membership  dues, 
amounting  to  two  dollars  a  year  for  each  member,  together 
with  voluntary  contributions.  The  primary  object  of  its  or- 
ganization was  to  aid  in  bringing  about  a  betterment  in  assess- 
ment conditions,  to  the  end  that  all  property  subject  to  ad 
valorem  taxation  should  be  placed  upon  the  assessment  rolls  at 
cash  value ;  also  to  promote  a  larger  measure  of  economy  in  the 
expenditure  of  public  funds.    It  gives  me  pleasure  to  say  that 
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during  the  last  two  years,  largely  as  a  result  of  the  very  credit- 
able work  of  the  State  Tax  Commission,  great  improvement  is 
shown  in  assessment  conditions  throughout  the  state.  The 
assessed  valuation  of  general  properties  for  1913  shows  an  in- 
crease of  $267,000,000  over  the  assessed  valuation  for  1912, 
and  the  returns  this  year  will  show  a  further  increase  of 
nearly,  if  not  quite,  $350,000,000,  so  that  there  are  strong  in- 
dications that  Michigan  will  soon  reach  the  goal  of  cash  value 
assessments  and  a  consequent  more  just  and  equitable  distri- 
bution of  the  public  burden.  In  the  matter  of  public  expen- 
ditures, however,  the  state  does  not  make  so  favorable  a  show- 
ing. The  tax  levy  has  more  than  kept  pace  with  the  increase 
in  valuations.  While  valuations  increased  thirty-nine  (39) 
per  cent  during  the  last  five  years,  ending  with  1913,  the  taxes 
levied  increased  forty-five  (45)  per  cent  during  the  same  per- 
iod, and  the  average  rate  of  taxation  increased  four  (4)  per 
cent.  This  problem  of  constant  increase  in  public  expendi- 
tures is  receiving  considerable  attention  in  Michigan  and  I 
daresay  that,  as  a  result  of  the  interest  being  taken  by  the 
taxpaying  public,  there  will  soon  be  improved  conditions. 
There  is  every  indication  that  the  next  legislature  will  be  asked 
to  enact  laws  providing  for  a  limitation  of  tax  rates,  the  prep- 
aration of  a  budget  for  submission  to  the  legislature,  showing 
in  detail  the  amount  of  moneys  needed  to  run  the  several  de- 
partments and  institutions  of  the  State,  and  the  reasons  there- 
for; also  a  law  providing  for  an  improved  system  of  account- 
ing in  public  offices.  The  State  Tax  Association,  at  its  last 
annual  conference,  adopted  a  resolution  recommending  to  the 
legislature  the  enactment  of  a  tax  limitation  law,  in  accordance 
with  which  a  bill  will  be  prepared  and  presented  to  the  legis- 
lature when  it  convenes  next  January.  Three  conferences  on 
taxation  have  been  held  in  the  state  under  the  auspices  of  the 
association.  The  attendance  of  each  conference  was  large  and 
representative  in  character.  Delegates  came  from  very  section 
of  the  state,  representing  the  county  boards  of  supervisors,  ed- 
ucational institutions,  commercial  organizations,  State  Grange, 
federation  of  labor,  and  city  and  state  governments.  There  was 
also  a  goodly  number  of  public  officials  and  taxpayers  present. 
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At  these  conferences  there  developed  a  marked  tendency  on  the 
part  of  those  present  to  co-operate  in  spreading  throughout 
the  state  the  gospel  of  just  and  equitable  taxation.  The  change 
in  public  sentiment  toward  administrative  tax  officers  who 
dare  to  do  their  duty  shows  that  the  members  of  the  confer- 
ences were  much  in  earnest  and  that  they  have  been  educating 
the  people  to  a  better  understanding  of  what  a  just  and  equit- 
able tax  means.  It  is  not  so  very  long  ago  in  Michigan  that, 
if  the  State  Tax  Commission  dared  to  go  up  and  down  the  state 
raising  valuations  the  way  it  has  been  doing  in  the  last  three 
years,  the  members  of  the  Commission  would  soon  be  minus  a 
job.  Indeed,  it  is  not  so  very  many  years  ago  that  an  attempt 
was  made  in  the  legislature  to  abolish  the  commission  for  no 
other  reason  than  that  of  an  endeavor  to  carry  out  the  funda- 
mental requirement  for  cash  value  assessments.  I  was  a  mem- 
ber of  the  legislature  at  the  time  and  well  do  I  remember  the 
fight  we  had  to  save  the  commission.  Today  the  commission  is 
being  commended  by  the  people  because  of  its  efforts  to  prop- 
erly administer  the  law.  The  State  Tax  Association  is  a  unit 
in  support  of  the  commission's  efforts  for  improved  assessment 
conditions  and  will  co-operate  with  it  in  every  possible  way  in 
an  endeavor  to  bring  about  a  larger  measure  of  equality  in  the 
distribution  of  the  tax  burden. 

There  are  other  organizations  whose  work  is  not  confined  to 
taxation  matters  but,  who  nevertheless  have  done  and  are  now 
doing  much  in  that  particular  field  and,  therefore,  can  be 
classed  with  State  Tax  Associations.  I  refer  particularly  to 
the  State  Board  of  Commerce  in  Ohio  and  to  the  Civic  Federa- 
tion of  Chicago.  Under  the  able  leadership  of  the  esteemed 
Honorary  President  of  the  National  Tax  Association,  Mr. 
Allen  R.  Foote,  the  Ohio  State  Board  of  Commerce  has  per- 
formed splendid  service.  It  has  conducted  several  campaigns 
during  the  past  ten  years  to  secure  amendments  to  the  rigid 
tax  provision  of  the  Ohio  constitution  and,  while  its  efforts  in 
this  direction  have  not  yet  been  successful,  its  persisent  efforts 
will  in  all  probability  bring  about  the  changes  it  is  seeking. 
The  board  is  largely  responsible  for  some  excellent  legislation 
relating  to  taxation  and  revenue.    I  refer  especially  to  the  law 
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creating  a  state  tax  commission,  a  law  providing  for  a  uni- 
form system  of  accounting  in  public  offices  and  also  admin- 
istrative changes  in  the  law  relating  to  the  assessment  of  real 
property.  It  is  an  altogether  live  organization,  holds  annual 
meetings  and  maintains  an  active  office  force. 

The  Civic  Federation  of  Chicago  has  also  been  active  in 
taxation  matters.  It  has  conducted,  and  is  now  conducting, 
a  vigorous  campaign  throughout  the  state  for  constitutional 
and  statutory  changes  in  its  revenue  system.  It  is  especially 
active  in  an  endeavor  to  secure  an  amendment  to  the  state  con- 
stitution permitting  classification  of  property.  The  secre- 
tary of  the  federation,  Mr.  Douglas  Sutherland,  states  that 
there  can  be  no  adequate  relief  from  the  present  tax  situation 
in  Illinois  until  this  constitutional  change  can  be  accom- 
plished. In  commenting  on  the  tax  conditions  in  that  state 
he  says: 

* '  The  tax  situation  is  more  outrageous  than  ever  in  our  state  this  year, 
emphasized  by  largely  increased  rates  both  state,  and  in  most  eases,  local 
also. ' ' 

In  1912  the  proposed  change  in  the  constitution  was  sub- 
mitted to  the  people  for  an  advisory  vote  and  it  received  an 
overwhelming  affirmative  vote.  Notwithstanding  this  appar- 
ent approval  of  the  people,  the  legislature  refused  to  submit 
the  amendment  for  adoption.  Another  attempt  will  be  made 
at  the  next  legislative  session.  It  is  proposed  that  a  state  tax 
conference  be  held  immediately  preceding  or  following  the 
convening  of  the  next  session  of  the  General  Assembly. 

The  office  of  the  federation  is  located  in  the  Temple  Build- 
ing, Chicago.  Its  officers  are  Joseph  E.  Otis,  president,  Henry 
M.  Byllesby,  treasurer,  and  Douglas  Sutherland,  secretary. 

So  far  as  I  have  been  able  to  ascertain  the  following  states 
have  either  an  association  of  tax  officers  which  meets  at  inter- 
vals for  a  discussion  of  administrative  tax  problems,  or  such 
officers  are  called  into  session  by  the  state  tax  commission  or 
by  some  other  state  authority : 

Arizona,  California,  Colorado,  Connecticut,  Florida,  Kansas,  Massachu- 
setts, Minnesota,  Montana,  New  Hampshire,  North  Dakota,  Ohio,  Ehode 
Island,  Vermont,  Washington,  West  Virginia,  Wisconsin  and  Wyoming. 
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That  these  meetings  of  tax  officers  are  producing  beneficial 
results  is  evidenced  by  letters  and  reports  received  from  state 
tax  officers  in  the  states  wherein  such  meetings  are  held,  ex- 
cerpts from  some  of  which  I  quote  as  follows : 

From  Honorable  William  H.  Corbin,  Tax  Commissioner, 
Hartford,  Connecticut. 

' '  We  have  a  very  live  state  association  of  tax  officials  which  has  an 
annual  meeting  here  at  the  capitol.  The  meeting  held  this  year  was  un- 
usiially  successful.  The  attendance  was  large  and  the  addresses  very 
interesting  and  beneficial.  I  feel  confident  that  such  associations  are 
very  helpful  in  arousing  the  interest  of  the  local  tax  officials  as  well  as 
giving  them  very  valuable  information  from  the  addresses  of  prominent 
persons,  and  the  benefit  of  interchange  of  views  on  subjects  of  mutual 
interest. ' ' 

From  Honorable  Zenas  W.  Bliss,  chairman.  Board  of  Tax 
Commissioners,  Providence,  Rhode  Island. 

' '  The  Ehode  Island  State  Tax  Officials  Association  was  organized  in 
the  fall  of  1912,  during  the  first  year  of  the  existence  of  the  State  Board 
of  Tax  Commissioners.  The  board  took  the  initiative  in  the  matter,  but 
first  communicated  with  the  local  assessors  together  with  the  assessor's 
clerks,  in  order  to  obtain  their  views  as  to  the  advisability  of  such  an 
undertaking.  Out  of  about  one  hundred  fifty  local  assessors,  approxi- 
mately one-half  favored  the  idea  and  a  meeting  was  accordingly  called 
at  which  the  new  tax  act  was  discussed  and  a  program  carried  out.  An 
organization  was  effected  at  this  meeting  with  the  election  of  a  president, 
several  vice-presidents  and  a  secretary.  Two  subsequent  meetings  have 
been  held.  The  results  so  far  have  been  very  satisfactory,  not  only  in 
improved  local  assessments,  but  in  arousing  a  new  interest  among  the 
assessors  in  their  work  and  enlisting  their  sympathy  and  support  for  the 
state  department  and  paving  the  way  for,  at  least,  a  respectful  hearing 
for  suggested  changes  in  the  law  which  may  be  recommended  by  this  de- 
partment. We  expect  that  the  association  will  result  in  a  much  better 
imderstanding  of  tax  problems  by  assessors  elected  by  their  respective 
towns  without  reference  to  any  particular  fitness  they  may  have  for  the 
office,  and,  what  seems  more  important  to  us,  that  it  will  enable  this  de- 
partment to  develop  a  more  perfect  taxation  system  of  the  state  with  less 
friction  and  less  opposition  due  to  misunderstanding  of  the  purpose  we 
are  aiming  to  accomplish. ' ' 

From  T.  M.  Eby,  secretary  State  Board  of  Equalization, 
Sacramento,  California. 
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"We  have  an  association  of  state  assessors,  which  annually  convenes 
and  which  is  attended  by  this  board,  by  the  agents  of  corporations,  col- 
lege professors,  etc.  The  meetings  are  called  usually  to  consider  the  gen- 
eral workings  of  the  California  tax  law  and  the  general  improvement 
thereof.  We  usually  have  an  attendance  of  one  hundred  to  one  hundred 
fifty  people,  and  the  lessons  learned  are  of  incalculable  value  to  all  con- 
cerned. ' ' 

From  the  second  biennial  report  of  the  Commissioner  of 
Taxation,  Honorable  John  McGill,  Cheyenne,  Wyoming. 

' '  At  the  meeting  of  the  county  assessors  of  the  state,  every  county  was 
represented  with  the  exception  of  Big  Horn.  Five  of  the  counties  were 
also  represented  by  members  of  the  board  of  commissioners.  Most  of  the 
railroads  and  coal  companies  had  representatives  present  and  several  state 
officers  were  also  in  attendance.  A  great  many  questions  relating  to 
taxation  were  taken  up  and  discussed  and  it  was  the  unanimous  opinion 
of  all  present  that  these  meetings  were  of  inestimable  value  and  the 
friendly  exchange  of  views  and  discussion  of  differences  of  opinion  would 
result  in  a  more  uniform  assessment  of  property  throughout  the  state." 

From  Honorable  Chas.  A.  Plumley,  State  Commissioner  of 
Taxes,  Northfield,  Vermont. 

* '  In  the  month  of  March,  the  Commissioner  of  Taxes  meets  the  listers 
(local  assessing  officers)  in  the  several  counties,  to  discuss  the  work  of 
the  listers  and  answer  questions  as  to  methods,  etc.  He  endeavors  to  so 
instruct  listers  concerning  their  duties  as  to  bring  about  a  greater  degree 
of  uniformity  in  the  enforcement  of  the  laws.  In  my  opinion  the  meet- 
ings are  very  important  and  I  can  see  that  slowly,  but  surely,  the  listers 
are  realizing  and  appreciating  the  importance  attaching  to  their  office, 
and  there  is  a  desire  manifested  by  all  to  know  and  to  properly  enforce 
the  law." 

From  the  report  of  the  State  Tax  Commission  of  New  Hamp- 
shire, 1913. 

' '  The  association  of  New  Hampshire  assessors  deserves  much  credit 
for  the  legislation  of  1913.  The  membership  of  this  association  is  com- 
posed of  selectmen,  assessors  and  commissioners  now  in  office,  all  by 
whatever  name  called  being  assessors  of  taxes.  A  well  attended  meeting 
of  the  association  was  held  at  Concord  during  the  last  legislative  session 
at  which  were  discussed  all  the  tax  matters  afterward  enacted  into  law. 
The  voluntary  assembling  of  the  assessors  of  the  state  for  the  purpose  of 
acquiring  and  imparting  information  as  to  tax  laws  and  practice  and 
taking  measures  to  perfect  the  same  is  an  inspiring  spectacle — a  sign  of 
better  tax  conditions  to  come."  ■ 
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In  Michigan  the  state  tax  commission  visits  the  various 
county  boards  of  supervisors  when  in  session,  the  members  of 
which  are  the  local  assessing  officers,  and  confers  with  them 
relative  to  their  duties.  These  conferences,  being  really 
schools  of  instruction,  have  resulted  in  a  marked  improvement 
in  the  administration  of  the  law. 

There  is  an  association  of  state  tax  officials  in  the  New  Eng- 
land States  which  holds  annual  conferences  for  the  purpose  of 
discussing  various  questions  of  taxation,  especially  the  ad- 
ministrative problems.  I  am  advised  that  these  conferences 
are  well  attended  and  that  the  discussions  and  exchange  of 
ideas  have  been  of  much  administrative  value.  The  officers 
of  the  association  are  Honorable  Zenas  "W.  Bliss,  chairman, 
board  of  tax  commissioners.  Providence,  Rhode  Island,  presi- 
dent; Honorable  B.  6.  Mclntyre,  state  assessor.  East  Water- 
ford,  Maine,  vice-president;  Charles  A.  Andrews,  deputy  tax 
commissioner,  Boston,  Massachusetts,  secretary. 

May  I  suggest  to  the  state  tax  officers  present  the  considera- 
tion of  the  advisability  of  a  national  organization  similar  in 
character  to  the  New  England  State  Tax  Officials  Association  ? 
The  officers  of  other  departments  of  state  work,  such  as,  Labor, 
Dairy  and  Food,  Banking  and  Railroads,  have  national  organ- 
izations, which  hold  annual  conventions  for  the  purpose  of  dis- 
cussing the  various  problems  relating  to  their  duties.  Would 
it  not  be  a  good  thing  for  the  state  officers,  having  supervision 
of  assessments  and  taxes,  to  do  likewise?  Surely,  it  could  do 
no  harm  and,  I  daresay,  it  Avould  be  productive  of  much  good 
in  that  it  would  stimulate  a  keener  desire  for  improved  ad- 
ministrative methods,  if  nothing  more. 

States  which  have  no  regularly  organized  tax  associations, 
but  which  nevertheless  have  held  state  tax  conferences  are  Vir- 
ginia, Oregon  and  Washington. 

The  Virginia  conference  was  held  at  Richmond  last  January, 
It  was  called  together  by  invitation  of  the  legislative  commit- 
tee of  the  Richmond  Chamber  of  Commerce.  The  attendance 
wap  large  and  representative  in  character,  and  the  addresses 
delivered  were  highly  instructive.    The  conference  had  a  spe- 
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cific,  definite  object,  namely,  the  adoption  of  a  method  of  pro- 
cedure for  securing  a  new,  modern  sj'^stem  of  taxation. 

As  an  evidence  of  the  need  of  a  reform  in  the  tax  system  of 
Virginia  I  quote  from  the  address  of  Professor  Page  of  the 
University  of  Virginia,  as  follows : 

"The  fact  is,  our  tax  system  in  Virginia  requires  absolute 
and  complete  overhauling,  an  overhauling  that  would  require 
a  destruction  of  the  system  as  complete  as  that  visited  on 
Sodom  and  Gomorrah." 

The  governor  of  the  state  presided  over  the  conference  and 
prominent  authorities  from  other  states  were  present  and  de- 
livered addresses. 

The  conference  adopted  resolutions  calling  upon  the  general 
legislative  assembly  to  enact  a  measure  providing  for  the  ap- 
pointment of  a  committee  to  make  a  thorough  investigation 
of  the  tax  system  of  the  state  and  to  report  its  findings  to  the 
governor,  and  to  submit  to  him  bills  embracing  such  reforms 
in  the  tax  system  as  the  committee  deemed  wise.  It  was  recom- 
mended that,  upon  receipt  of  the  report,  the  governor  should 
call  a  special  session  of  the  general  assembly  for  the  sole  pur- 
pose of  considering  the  subject  of  taxation  and  submit  to  it 
the  report  of  the  committee.  As  a  result  of  the  adoption  of 
these  resolutions  by  the  conference,  the  general  assembly,  at  its 
regular  session  last  winter,  enacted  a  law  embodying  the  recom- 
mendations of  the  conference.  A  committee  has  been  appointed 
and  is  now  engaged  in  making  investigations  and  the  prepara- 
tion of  its  report  to  the  governor.  Upon  receipt  of  the  report, 
the  governor  is  reiiuested,  in  the  law,  to  call  the  general  assem- 
bly into  special  session  to  consider  two  or  more  general  sys- 
tems of  taxation,  to  be  submitted  by  the  committee. 

The  conference  in  Washington  was  held  under  the  auspices 
of  the  University  of  Washington.  Professor  Vanderveer 
Custis,  chairman  of  the  committee  on  program,  in  reporting 
the  purpose  and  conduct  of  the  conference,  says : 

"Its  purpose  was  to  give  the  people  of  the  state  a  better  idea  of  what 
our  tax  system  is,  wherein  it  is  defective,  and  how  improvement  can  be 
brought  about.  This  conference  was  held  on  the  university  campus  and 
was  well  attended.     Papers  were  presented  by  a  considerable  number  of 
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men  from  different  parts  of  the  state,  four  of  these  being  members  of  the 
faculty  of  the  university.  Speakers  from  outside  the  state  were  Pro- 
fessors Bullock,  of  Harvard;  Adams,  of  Wisconsin;  and  Plehn,  of  Cali- 
fornia; and  former  Mayor  Taylor,  of  Vancouver,  B.  C.  At  the  last  ses- 
sion two  or  three  proposals  for  the  amendment  of  the  constitution  were 
considered. 

"  It  is  too  early  to  tell  what  has  been  accomplished.  Very  little  can  be 
accomplished  in  the  way  of  reform  until  a  constitutional  amendment  has 
been  passed.  The  State  Board  of  Tax  Commissioners  has  been  planning 
to  submit  an  amendment  to  the  legislature,  as  has  been  done  at  every 
session  during  the  last  eight  years.  It  is  hoped  that  the  conference  may 
have  some  effect  in  the  framing  of  the  amendment  and  in  making  it  clear 
why  it  is  wanted." 

While  I  have  not  received  positive  information  as  to  the  ex- 
act nature  of  the  amendment  considered  by  the  conference,  I 
understand  it  refers  principally  to  classification. 

A  Commonwealth  Conference  is  held  in  Oregon  annually 
under  the  auspices  of  the  University  of  Oregon,  the  sessions 
continuing  for  several  days.  One  session  of  each  conference 
is  devoted  to  a  discussion  of  matters  of  taxation  and  finance. 

It  is  highly  commendable  and  encouraging  to  see  our  great 
educational  institutions  join  with  other  organizations  and  in- 
dividuals in  an  endeavor  to  bring  about  improved  tax  condi- 
tions. That  they  will  do  much  toward  molding  a  public  senti- 
ment favorable  to  a  larger  measure  of  equality  and  justice  is 
certain.  It  is  hoped  that  this  educational  campaign  will  con- 
tinue to  grow  until  every  section  of  our  country  shall  unite  in 
an  effort  to  instill  into  our  citizenship  a  clearer  sense  of  duty 
to  bear  a  just  and  equitable  share  of  the  public  burden.  I 
have  often  thought  that  much  of  the  past  endeavor  to  improve 
conditions  has  failed  in  its  results  because  of  starting  at  the 
wrong  end.  "We  have  spent  altogether  too  much  energy  in 
seeking  new  legislation  for  every  tax  ill  and  too  little  energy 
toward  efficient  administration  of  existing  laws.  After  an 
examination  of  the  various  statutory  provisions  relating  to 
taxation,  I  am  led  to  believe  that  much  of  the  unsatisfactory 
conditions  as  exist  are  largely  the  result  of  inefficient  admin- 
istration rather  than  defective  tax  laws.  ]\Iind  you,  I  do  not 
say,  nor  do  I  intend  to  convey  the  impression,  that  our  various 
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tax  laws  are  perfect  and  such  as  would  produce  equality  and 
justice  if  properly  administered.  What  I  do  say  is,  that  we 
are  too  apt  to  take  administrative  problems  to  the  legislature 
for  solution  without  first  making  earnest  endeavor  at  solution 
under  existing  laws.  Public  resistance  to  enforcement  of  tax 
laws  is  undoubtedly  responsible,  in  a  large  measure,  for  appar- 
ent lack  of  proper  administration.  It  is  hard  to  enforce  any 
law  in  the  face  of  adverse  public  sentiment.  Educate  the 
people  to  an  intelligent  understanding  of  a  just  and  equitable 
system  of  taxation  and  how  best  it  can  be  brought  about,  and 
a  solution  of  administrative  and  other  problems  will  soon  fol- 
low. 


PROBLEMS  OF  TAX  ADMINISTRATION  IN  MARYLAND 

Allan  C.  Girdwood 
Secretary  State  Tax  Commission  of  Maryland 

Mr.  Chairman  and  Gentlemen,  the  tax  commission  of  Mary- 
land is  the  last  commission  to  be  formed,  and  under  the  terms 
of  the  act  passed  by  the  last  general  assembly  of  the  state  in 
1914,  was  organized  on  the  first  day  of  June  past.  It  may  be 
stated  therefore  that  it  boasts  of  no  accomplishments,  and 
hopes  only  for  beneficial  results. 

In  order  to  understand  some  problems  confronting  it  in  the 
equalization  of  assessment  of  land  areas,  a  brief  statement  of 
conditions  would  seem  to  be  required.  In  all  probability,  the 
most  distinguishing  feature  as  contrasted  with  other  commou- 
wealtlis,  is  the  difference  in  the  designation  of  land  or  prop- 
erty. In  the  eastern  states  you  will  find  no  designations  by 
sections  or  quarter-sections,  as  land  is  owned,  conveyed  and 
described  by  metes  and  bounds.  In  the  older  states  of  the  east 
these  metes  and  bounds  have  reference  to,  or  call  for  roads 
which  were  laid  out  hundreds  of  years  ago,  intersected  by  cross- 
roads, and  approaches,  as  increase  of  population  and  owner- 
ship determine.  Under  such  a  condition  it  is  difficult  to  locate 
all  the  property  of  the  state  and  in  ]\Iaryland  to  the  present 
time  there  has  been  no  plat  used  solely  for  taxing  purposes, 
except  in  Baltimore  City.  Ownership  in  land  is  by  parts  of 
acres,  acres  and  lots,  and  all  are  of  irregular  dimensions  or 
acreages.  The  first  accomplishment  of  the  commission  in  this 
respect  was  to  adopt  a  system  of  blocks  as  used  by  the  Geo- 
logical Survey  of  the  State  and  the  United  States  Government. 

In  order  to  understand  the  assessment  method  in  Maryland, 
a  few  facts  should  be  stated.  The  unit  of  government  is  the 
county  (the  governing  body,  the  county  commissioners)  of 
which  there  are  twenty-three  in  number.  The  counties  are  di- 
vided into  election  districts,  which  vary  in  number,  size,  etc. 
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Districts  have  no  relation  to  the  government  of  the  county  ex- 
cept as  parts  of  the  whole,  and  in  no  sense  correspond  to  the 
"township"  of  other  states.  Cities,  towns  and  villages  are 
parts  of  counties  with  the  exception  of  Baltimore  City,  which 
has  the  political  characteristics  of  a  county. 

In  none  of  the  counties,  are  there  permanent  assessing  offi- 
cers whose  duties  are  to  re-assess  property.  In  some,  however, 
there  are  assessors  required  to  report  to  the  county  commis- 
sioners the  erection  of  new  buildings  and  discovered  personal 
property  for  listing  for  taxation.  While  there  are  ample  pro- 
visions in  the  law  for  the  exercise  of  the  assessing  function  it 
has  never  been  exercised,  except  by  governing  bodies  in  incor- 
porated towns.  This  statement  is  not  true  as  to  the  City  of 
Baltimore,  The  "Baltimore"  plan  of  assessment,  so  called,  is 
a  continuous  method  provided  for  in  the  charter  of  Baltimore 
and  requires  the  review  for  assessment  of  all  property  at  least 
once  in  every  five  years.  This  provision  is  now  state-wide  un- 
der the  new  law. 

Re-assessment  in  Maryland  in  the  past  has  been  irregular 
and  spasmodic  and  has  taken  place  by  direction  of  the  legis- 
lature, when  demands  therefor  had  become  incessant.  It  will 
surprise  you,  I  know,  when  I  state  to  this  conference  that  in 
one  hundred  years,  there  have  been  in  Maryland  but  seven 
total  re-assessments  of  all  the  territory.  Think  of  it!  Seven 
re-assessments  in  one  hundred  years.  Add  to  this  evil  of  in- 
frequent assessment  the  lack  of  any  central  or  state  supervision 
for  the  re-assessment.  In  each  county,  the  board  of  county 
commissioners  has  been  the  board  of  appeals  and  reviews  and 
this  board  concerned  itself  in  raising  or  lowering  assessments 
of  property  within  the  area  of  the  county.  Boards  in  one 
county  had  no  means  of  knowing  what  boards  in  other  and  ad- 
joining counties  were  doing  or  what  ratio  was  adopted. 

It  is  upon  an  assessment  of  the  property  in  the  state  made 
in  this  manner  that  the  attention  of  the  commission  is  to  be 
first  directed,  in  order  that  it  may  equalize  the  assessment  be- 
tween property  owners  in  all  parts  of  the  state. 

In  the  southern  states  there  seems  to  be  a  feeling  of  distrust 
to  the  grant  of  any  central  agency  of  government,  and  this 
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may  account  for  the  lack  of  tax  commissions  in  this  part  of  the 
country.  The  school  systems  are  not  strong  central  systems, 
but  rather  a  combination  of  units  which  have  not  brought  the 
best  results. 

With  us  in  Maryland,  the  establishment  of  the  State  Tax 
Commission  is  the  first  successful  effort  to  provide  for  state 
supervision  over  assessment  and  has  been  accomplished  after 
many  years  of  agitation.  Under  the  new  law  there  is  in  each 
county,  a  supervisor  of  assessments.  This  officer  is  appointed 
by  the  State  Tax  Commission  from  among  five  persons  whose 
names  are  nominated  to  the  commission  by  the  county  commis- 
sioners of  each  county.  This  plan  of  appointment  was  dis- 
cussed informally  at  Buffalo  and,  I  believe,  has  much  to  com- 
mend it. 

Naturally,  we  have  many  problems— in  the  equalization  of 
assessments  the  commission  faces  a  very  unequal  assessment, 
not  only  as  regards  the  counties  as  units,  but  as  between  ad- 
joining owners.  This  is  probably  at  present  the  commission's 
most  serious  problem. 

Another  problem — the  tax  commission  has  jurisdiction  over 
the  gross  receipts  of  public  service  corporations  paying  a  gross 
receipts  tax. 

Query — Have  commissions  in  other  states  found  it  necessary 
or  advisable  to  provide  for  an  audit  at  the  expense  of  the  state, 
or  should  reliance  be  placed  upon  the  reports  of  corporations 
filed  with  the  commission? 

The  Special  Commission  in  Maryland  was  successful  in  hav- 
ing its  recommendations  enacted  into  law,  and  many  attribute 
its  success  to  the  fact  that  it  published  its  report  in  a  series 
of  bulletins  appearing  at  different  times.  Each  bulletin  treated 
of  a  different  subject  and  upon  the  occasion  of  each  publication 
the  press  of  the  state  devoted  considerable  space  to  the  article. 
Of  fifteen  proposed  acts,  providing  for  changes  in  taxation 
laws,  twelve  were  enacted  into  laws,  (Applause.)  The  act 
providing  for  true  consideration  in  deeds  passed  the  senate, 
but  was  defeated  by  a  few  votes  in  the  Hlouse  of  Delegates. 

The  commission  at  first  found  determined  opposition  to  any 
law  providing  for  the  true  consideration  in  deeds. 
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Query— Is  it  not  ad\dsable  to  provide  by  law  that  in  lieu  of 
an  act  requiring  that  the  true  consideration  be  set  forth  in  the 
deed,  that  there  shall  accompany  all  deeds  at  time  of  record- 
ing, an  affidavit  by  the  grantor  to  be  forwarded  to  the  commis- 
sion setting  forth  the  actual  amount  paid  for  the  property? 
This  idea  is  not  original  with  me.  It  was  first  suggested,  I  be- 
lieve, in  New  York  State. 

There  is  a  feeling  at  the  present  time,  throughout  the 
country,  of  unrest  in  regard  to  taxation  matters  and  in  all 
probability  some  hostility.  It  would  seem  that  taxing  author- 
ities may  allay  this  feeling  considerably  by  letting  it  be  known 
that  efforts  will  be  continuously  directed  to  an  equalization  of 
assessments  as  between  all  owners,  large  or  small,  and  that  ir- 
respective of  persons,  tax  commissions  in  order  to  bring  about 
justice,  will  reduce  assessments  with  the  same  zeal  and  pride 
as  they  add  to  assessments.  Personally,  I  believe  that  the 
knowledge  of  this  intention  will  aid  considerably  in  works  of 
taxing  bodies. 

One  other  problem,  I  suggest  now,  and  which  it  seems  will 
have  to  be  discussed  by  this  or  other  conferences ;  and  I  refer 
to  the  cost  of  the  assessing  functions  of  state  compared  with 
total  cost  of  government.  Has  it  not  been  the  experience  of 
states  like  Wisconsin,  Minnesota  and  the  middle  western  states 
that  two  or  three  thousand  local  assessors  are  too  many,  and 
that  the  legislatures  will  sooner  or  later  reduce  the  number, 
with  a  view  of  reducing  the  cost?  Hiave  tax  commissions  in 
any  state  ever  considered  what  is  a  proper  proportion  of  ex- 
penses to  be  paid  for  assessments  and  supervision  as  compared 
with  the  total  receipts  and  expenses  of  government  and  costs  ? 


CONDITIONS  IN  OREGON 
Charles  V.  Galloway 

State  Tax  Commissioner,  Salem,  Oregon 

Mr,  Chairman,  Ladies  and  Gentlemen :  At  the  round  table 
sessions  of  former  conferences  the  Oregon  system  of  tax  ad- 
ministration has  been  quite  fully  discussed  and  I  will  not  take 
time  now  for  any  extended  explanation  of  that  system.  The 
State  Tax  Commission  of  Oregon  has  five  members,  but  only 
two  draw  salaries  and  are  required  to  devote  all  their  time  to 
the  work.  The  Governor,  Secretary  of  State  and  State  Treas- 
urer are  ex-o£ficio  members  of  the  commission,  and  appoint  the 
two  commissioners.  In  actual  practice  the  three  ex-officio 
members,  being  very  busy  with  other  duties,  find  it  advisable 
to  turn  the  work  of  the  tax  commission  over  to  the  two  com- 
missioners, to  a  very  large  extent. 

In  1913  we  attempted  to  remedy  a  few  of  the  defects  in  our 
tax  laws ;  one  in  the  matter  of  the  apportionment  of  the  assess- 
ments made  by  the  commission  to  counties  and  local  taxing  dis- 
tricts. The  tax  commission  assesses  the  operated  properties 
of  practically  all  public  service  companies  in  Oregon.  The 
taxes  are  collected  in  the  same  manner  as  other  taxes,  by  the 
tax  collectors  of  the  several  counties,  and  the  valuations  deter- 
mined by  the  tax  commission  have  to  be  apportioned  to  the 
counties  in  which  the  properties  are  situated.  Prior  to  last 
year  we  apportioned  or  distributed  all  railroad  assessments  on 
the  basis  of  main-track  mileage  only.  But  we  changed  the  law 
in  1913  and  adopted  the  all-track  mileage  basis  for  apportion- 
ment of  such  assessments.  Now,  instead  of  apportioning  the 
assessment  of  a  certain  railroad  at,  say,  $50,000  per  mile  over 
one  hundred  miles  of  main  track,  if  the  total  mileage  of  main 
track,  plus  yard  tracks,  spurs  and  side  tracks  is  one  hundred 
and  twenty-five  miles,  the  valuation  would  be  apportioned  at 
the  uniform  rate  of  $40,000  per  mile  over  this  total  mileage. 
There  was  a  good  deal  of  complaint  over  the  old  method  of 
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apportionment  to  straight  main  track  mileage.  Cities  and 
towns  having  within  their  limits  extensive  depot  grounds  and 
improvements,  yards,  shops  and  other  railroad  facilities,  com- 
plained that  they  were  being  deprived,  to  a  very  large  degree, 
of  the  taxable  values  of  such  properties.  In  fact,  it  was  ap- 
parent that  the  main  track  basis  of  apportionment  generally 
worked  to  the  advantage  of  the  small  towns  and  rural  districts 
along  the  line,  and  to  the  disadvantage  of  the  larger  towns  and 
cities.  We  believe  the  new  method  of  apportionment  is  fairer 
to  all  the  counties,  towns  and  districts  concerned  and  gives  a 
more  equitable  distribution  of  railroad  values. 

We  have  also  made  some  modifications  in  the  system  of  dis- 
tributing assessments  of  electrical  properties.  Our  old  law 
provided  that  such  assessments  should  be  apportioned  accord- 
ing to  wire  mileage  in  counties  and  taxing  districts,  without 
regard  to  the  location  of  power  plants,  substations  and  other 
localized  improvements.  Under  the  new  law,  the  tax  commis- 
sion has  authority  to  assign  specific  values  of  electric  power 
plants  and  water  powers,  used  in  the  operation  of  any  com- 
pany, to  the  counties  in  which  the  same  are  situated,  in  such 
manner  as  the  commission  may  deem  to  be  reasonable  and  fair. 
This  new  method  of  apportionment  is  giving  better  satisfaction 
than  the  old  requirement  under  which  wire  mileage  only  was 
used,    I  guess  I  have  talked  about  long  enough. 

Mr.  John  E.  Brindley  of  Iowa:  In  speaking  of  the  appor- 
tionment, Mr.  Galloway,  according  to  complete  mileage,  I  pre- 
sume it  is  taxed  locally. 

Mr.  Galloway :     It  is  taxed  locally. 

Mr.  Brindley :  That  is  by  counties,  school  districts,  and  the 
like.  That  leaves  a  great  many  school  districts  scattered  over 
the  state  that  get  no  railroad  tax  at  all. 

Mr.  Galloway:  I  am  not  justifying  the  system  but  it  is 
the  best  we  can  get.  It  is  better  for  our  conditions  to  have  the 
all  track  instead  of  the  single  track. 

Mr.  Brindley :  The  point  I  want  to  make  is  that  from  the 
standpoint  of  a  great  many  taxing  districts  it  is  very  inequit- 
able and  imperfect. 
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Mr.  Galloway :  That  is  true,  but  it  is  a  condition  that  oc- 
curs wherever  we  have  to  tax  property  locally  and  apply  local 
rates. 

Professor  T.  S.  Adams  of  Wisconsin :  In  dividing  the  total 
assessments  of  public  utilities  among  the  various  districts  en- 
titled to  a  share  of  the  tax,  we  have  found  in  Wisconsin  that 
the  most  satisfactory  device  is  to  prorate  in  accordance  with 
property  located  and  business  transacted,  giving  each  element 
— property  and  business— equal  weight.  We  do  not  have  this 
problem  in  connection  with  steam  railroads,  but  that  is  the 
method  of  apportionment  used  in  the  case  of  other  public  utili- 
ties. In  your  (Mr.  Galloway)  case  therefore  the  city  that  sup- 
plied the  consumption,  supplied  the  trade,  the  business,  would 
get  a  very  substantial  portion,  and  yet  the  town  that  had  a 
share  of  the  property  would  also  get  something. 

Chairman  Mitchell:  One  point.  The  Oregon  system  of 
equalization  of  state  taxes  I  find  not  understood  by  a  good 
many  people. 

Mr.  Galloway:  Our  commission  makes  an  equalization  as 
between  counties,  but  not  as  between  individuals.  We  do  not 
revise  local  or  individual  assessments  within  a  county.  Such 
assessments  are  made,  in  the  first  instance,  by  the  county  as- 
sessor and  are  then  equalized  by  the  county  board  of  equaliza- 
tion. This  board  is  composed  of  three  members,  the  county 
assessor  being  one  of  the  tliree.  The  state  tax  commission 
equalizes  between  the  counties,  as  units,  for  the  purpose  of 
making  an  equitable  apportionment  of  state  taxes.  We  do  not 
change  a  solitary  item  appearing  on  the  county  assessment 
rolls,  but  we  give  each  county  a  percentage  or  ratio.  These 
ratios  are  determined  after  careful  and  painstaking  investiga- 
tions and  represent  the  relations  of  assessed  to  actual  values  of 
property  generally  in  the  several  counties.  For  instance,  we 
may  find  that  property  in  one  county  has  been  assessed  at  an 
average  of  50  per  cent  of  full  value,  in  another  at  65  per  cent, 
and  another  at  72  per  cent,  and  so  on  through  the  list.  If  we 
find  that  a  certain  county  has  been  assessed  on  a  50  per  cent 
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basis,  our  method  of  equalization  does  not  require  that  all  the 
individual  assessments  in  that  county  be  doubled,  or  even 
changed  in  any  particular.  By  applying  the  respective  county 
ratios  to  the  total  valuations  returned  by  the  several  counties, 
they  are  all  adjusted  to  a  common  basis  of  value.  On  this  basis 
the  apportionment  of  state  tax  requirements  is  made.  It  is  a 
sort  of  hypothetical  equalization,  but  just  as  effective  as  any 
and  very  simple  in  its  administration. 

Mr.  J.  B.  Evans  of  Utah :     How  do  you  do  it  1 

Mr.  Galloway:  The  rates  of  tax  for  state  purposes  vary 
with  the  different  counties,  depending  on  the  percentage  of 
valuation.  For  instance,  we  will  assume  that  taxable  property 
in  a  given  county  has  been  assessed  at  100  cents  on  the  dollar, 
full  cash  value,  and  that  the  rate  necessary  to  produce  the 
state  tax  reciuired  of  that  county  is  two  mills.  Now,  if  in  an- 
other county  property  has  been  assessed  at  50  cents  on  the  dol- 
lar, that  county  finds  it  necessary  to  levy  a  tax  of  four  mills  to 
meet  the  state  requirements.  As  a  matter  of  fact,  we  do  not 
make  our  state  levy  in  mills  at  all.  After  the  several  counties 
have  been  equalized,  hypothetically  equalized,  so  to  speak, 
and  adjusted  to  a  common  basis  of  valuation,  we  then  find  out 
the  total  amount  of  money  that  must  be  raised  by  direct  tax- 
ation for  state  purposes.  Then  the  amount  to  be  paid  by  each 
county  is  determined  by  dividing  the  equalized  valuation  (not 
the  assessed  or  taxable  valuation)  by  the  total  valuation  of  the 
state.  We  say  to  the  different  counties,  ' '  You  are  required  to 
pay  the  state  so  much  money,"  specified  in  dollars  and  cents 
in  each  case.  It  is  immaterial  to  us  whether  a  county  has  to 
levy  a  two,  four  or  ten  mill  tax  to  raise  the  amount  required. 
State  taxes  in  Oregon  are  not  levied  at  millage  rates,  so  far 
as  the  state  is  concerned ;  they  are  levied  in  dollars  and  cents. 

Chairman  Mitchell :     And  you  have  the  power  to  enforce  it  ? 

Mr.  Galloway :  Yes,  we  have  the  power  to  enforce  it.  Prior 
to  the  adoption  of  the  present  system  we  had  all  kinds  of  trou- 
bles over  the  apportionment  of  state  taxes  in  Oregon.  Several 
experiments  were  made  in  an  effort  to  find  an  equitable  and 


78  NATIONAL  TAX  ASSOCIATION 

efficient  method  of  equalization.  We  planned  to  try  the  appor- 
tionment-by-expenditures system,  but  our  Supreme  Court  put 
that  out  of  business  a  few  years  ago.  Finally,  in  1909,  the  state 
tax  commission  was  created  and  our  present  system  for  equaliz- 
ation and  apportionment  of  state  taxes  was  established.  While 
I  do  not  contend  that  our  work  has  been  by  any  means  perfect, 
we  have  nevertheless  been  able  to  get  away  with  the  job.  Dur- 
ing the  five  years  that  our  present  system  of  equalization  and 
apportionment  has  been  in  effect,  we  have  had  no  serious  com- 
plaints from  any  of  the  counties,  and  during  that  time  Oregon 
has  had  much  higher  state  taxes  than  during  any  other  similar 
period  in  its  history. 

Mr.  J.  B.  Evans  of  Utah :  Where  one  county  is  assessed  say 
at  75  per  cent  of  its  value,  and  another  county  at  50  per  cent, 
how  does  that  affect  the  assessment  of  railroads  which  extend 
through  these  counties? 

Mr.  Galloway :  The  county  ratios  or  percentages  determined 
for  the  purpose  of  equalizing  state  taxes  also  apply  to  appor- 
tionments to  the  several  counties  of  assessments  of  public  serv- 
ice properties  as  made  by  the  state  tax  commission.  For  in- 
stance, we  will  assume  that  three  counties  are  given  respective 
ratings  of  50,  60  and  70  per  cent  on  their  local  assessments. 
We  will  assume  further  that  a  certain  railroad  line,  on  which 
the  tax  commission  has  placed  a  full  cash  valuation  of  $50,000 
per  mile,  runs  through  these  three  counties.  In  the  first  county 
the  apportioned  or  taxable  value  of  the  line  is  $25,000  per  mile 
or  50  per  cent  of  full  value ;  in  the  second,  $30,000  per  mile  or 
60  per  cent;  in  the  third,  $35,000  per  mile  or  70  per  cent  of 
the  full  value  assessment. 

Mr.  Francis  N.  Whitney  of  New  York :  You  certify  only 
one  assessment? 

Mr.  Galloway:  We  send  two  things  to  the  county.  First, 
we  give  them  a  certificate  addressed  to  the  county  assessor  and 
under  the  seal  of  the  commission,  saying :  The  Oregon  &  Cali- 
fornia Railroad  Company  is  assessed  in  your  county  for  45 
miles,  as  the  case  might  be,  at  say  $64,000  per  mile,  total  so 
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much,  and  you  will  extend  it  on  the  roll.  Then  the  assessor 
extends  it  on  the  roll  and  makes  the  computation  as  to  school 
districts,  road  districts  and  municipalities  on  the  mileage  in 
each. 

Mr.  Whitney :  Do  I  understand  that  the  $64,000  a  mile  is 
your  equalized  value? 

Mr.  Galloway :  That  is  our  apportioned  value,  determined, 
after  that  particular  county's  ratio  has  been  applied  to  the 
road. 

Mr,  Whitney:  You  find  a  full  valuation  first,  then  you 
equalize  and  send  the  equalized  value  to  the  county? 

Mr.  Galloway :  That  is  the  only  valuation  they  get  on  that 
property. 

Mr.  Whitney:  Then  the  county,  school  and  road  districts 
levies  are  based  on  the  equalized  value  ? 

Mr.  Galloway:  Certainly  every  levy  made  in  that  county 
applies  to  the  equalized  value. 

Mr.  Whitney:  I  did  not  know  whether  it  referred  only  to 
the  state  tax  or  the  local  tax  as  well. 

Mr.  Galloway:  Our  state  tax  only  amounts  to  about  one- 
eighth  of  the  total  tax  collected, 

Mr.  J.  A.  Bumette  of  Kansas :  I  understand  then  the  equal- 
ization made  by  the  state  board  is  purely  an  imaginary  matter. 
The  fact  is  you  do  not  raise  or  lower  the  assessment  of  any  in- 
dividual.   You  reach  that  simply  by  the  state  rate. 

Mr.  A.  S.  Dudley  of  Wisconsin:  You  have  in  effect  what 
amounts  to  local  option  for  everything  except  your  state  tax. 
As  I  understand  it  you  make  a  valuation  based  on  your  in- 
vestigations of  the  true  value  of  the  property  in  each  county, 
add  them  together  and  thus  ascertain  the  true  value  of  the 
property  in  the  state.  You  then  take  the  amount  of  revenue 
that  is  to  be  raised  for  state  purposes,  and  you  take  the  frac- 
tion of  that  total  revenue  represented  by  the  true  value  which 
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you  found  for  a  county  as  a  numerator  and  the  total  value  for 
the  state  as  the  denominator.  You  certify  that  to  the  county, 
that  amount  of  money,  and  the  county  then  raises  that  money 
any  way  it  pleases.  In  that  way  the  local  tax  roll  is  not 
changed  in  any  way. 

Mr.  Galloway :     Not  by  a  dollar. 

Mr.  Dudley:  You  may  have  a  law  that  assessors  shall  as- 
sess at  full  value  but  if  they  do  not  assess  at  full  value  it  makes 
no  difference. 

Mr.  Galloway:  No  it  does  not  necessarily  make  us  change 
our  valuation.    We  arrive  at  the  same  result. 

Mr.  John  E.  Brindley  of  Iowa :  If  I  understand  your  equal- 
ization, Mr.  Galloway,  it  has  to  do  merely  with  the  state  tax, 
which  is  one-eighth  of  the  total.  The  counties  are  left  to  them- 
selves so  far  as  their  levies  and  assessments  are  concerned.  Is 
not  that  correct  f 

Mr.  Galloway:  Except  that  they  have  to  accept  our  val- 
uations on  public  service  property. 

Mr.  Brindley :  Yes,  I  understand,  but  I  want  to  point  out 
the  very  important  difference  between  that  and  a  system  like 
that  of  Kansas.  Personally  I  believe  that  the  state  equalization 
should  be  an  equalization  which  affords  a  basis  for  the  total 
tax  levy.  The  objection  to  this  Oregon  system  as  I  understand 
it,  is  the  fact  that  it  leaves  all  local  inequalities  untouched,  and 
the  important  inequalities  are  between  individual  assessments. 
I  believe  it  is  the  duty  of  the  state  tax  board  to  equalize  the  as- 
sessments which  serve  as  a  basis  for  the  entire  levy.  It  is  not 
of  very  great  importance  whether  you  get  equity  in  one-eighth 
of  the  total  levy  if  you  have  inequalities  in  the  other  seven- 
eighths,  and  I  believe  that  the  Kansas  system  or  the  "Wisconsin 
system  is  superior  to  the  Oregon  system  to  this  extent. 

Mr.  Galloway :  Every  year  we  make  an  investigation.  Last 
year  we  investigated  about  thirty  thousand  parcels  of  real 
property  in  the  state.     Our  field  agents  obtained  individual 
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appraisals  on  these  properties  from  responsible  and  well-in- 
formed people,  the  effort  in  each  case  being  to  find  the  actual 
value  of  each  tract  or  parcel.  Then  we  secured  the  valuations 
placed  on  the  same  lands  by  the  assessors  and  computed  the 
percentage  of  assessed  to  actual  value  for  each  county,  as 
shown  by  these  investigations.  Further,  Oregon  has  some  six 
million  dollars  of  her  comjnon  school  fund  loaned  out  and  se- 
cured by  first  mortgages  on  real  properties  throughout  the 
state.  Agents  of  the  state  land  board  have  made  appraisals 
on  all  of  these  properties.  We  also  have  these  appraisals 
checked  up  by  our  field  agents  and  compare  them  with  the 
assessed  valuations  of  the  same  properties. 

Mr.  Hamer:  You  apply  this  test  you  have  stated  to  indi- 
vidual parcels  of  property  or  property  as  a  whole  1 

Mr.  Galloway :  To  individual  parcels  in  the  first  instance ; 
but  the  individual  parcels  or  items  are  summarized  to  get  the 
final  result— the  county  ratio. 

Mr.  Hamer:    Do  you  make  this  test  on  anything  but  realty? 

Mr,  Galloway:  It  applies  only  to  realty.  With  reference 
to  other  classes  of  property,  we  get  information  from  the 
assessors  and  from  such  other  sources  as  are  available.  The 
summaries  of  the  several  counties  show  comparative  values  of 
live  stock,  of  bank  shares  and  of  a  few  other  classes  of  prop- 
erty. When  a  county  ratio  is  determined,  it  represents  the 
general  or  average  percentage  of  assessed  to  actual  value,  con- 
sidering the  entire  taxable  property  of  the  county  as  a  whole. 

Mr.  Hamer:  What  method  do  you  use  in  trying  to  deter- 
mine the  actual  value  of  bank  stocks  or  merchants'  stock  or 
property  of  that  nature? 

Mr.  Galloway :  Bank  stocks  are  assessed  in  the  same  man- 
ner as  other  property.  The  valuation  of  the  shares  is  arrived 
at  by  taking  the  total  of  capital,  surplus  and  undivided  profits 
and  deducting  therefrom  investments  in  real  estate ;  such  real 
estate  being  separately  assessed. 
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Mr.  Hamer:  You  have  the  opinion  then  that  capital,  sur- 
plus and  undivided  profits  represent  the  true  value  of  bank 
stock  ? 

Mr  Galloway :  No,  in  many  cases  they  do  not  by  any  means. 
But  that  is  about  as  fair  as  any  method  we  can  get. 

Mr.  Hamer:  AVhat  method  do  you  use  in  determining  the 
true  value  of  moneys  and  credits? 

Mr.  Galloway :  "We  have  a  general  property  tax  system  for 
moneys  and  credits ;  we  don 't  use  any  method  at  all. 

Chairman  Mitchell:  They  are  always  doing  something  in- 
teresting in  Kansas.    Mr.  Howe  of  Kansas. 
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Chairman  State  Tax  Commission,  Topeka,  Kansas 

It  is  probably  well  known  by  most  administrators  of  tax 
laws  and  generally  by  students  that  Kansa^s  has  the  general 
property  t^x  in  full  measure. 

The  constitution  and  the  law  of  Kansas  require  that  all  prop- 
erty— save  that  which  is  expressly  exempted  by  the  constitu- 
tion or  the  law— shall  be  assessed  for  taxation  by  the  ad  val- 
orem method,  which  asscssmicnt  must  be  uniform  as  to  all 
property  and  the  rate  of  levy  must  also  be  uniform  as  to  all 
property  within  a  given  taxing  district. 

The  legislature  is  without  power  to  classify  property  for  tax- 
ation, but  may  classify  as  to  methods  of  assessment  and  may  at 
will  exempt  any  kind  of  property  from  taxation,  provided  tlie 
exemption  applies  to  all  property  of  the  particular  class  ex- 
eiDpted. 

Students  will  see  at  a  glance  tliat  the  maximum  of  ine(iuality 
in  the  distribution  of  the  tax  burden  is  inherent  in  the  system ; 
and  it  should  be  apparent  that  the  maximum  of  inecpality  will 
be  approxim.ated  by  a  thorough  administration  of  the  system, 
so  long  as  intangible  wealth  of  all  kinds  is  subjected  to  the 
system. 

On  a  previous  occasion,  similar  to  this,  it  was  suggested  in 
substance  by  some  one  that  a  poor  law  well  administered  will 
produce  better  results  than  a  good  law  inefficiently  admin- 
istered. This  proposition  may  Avell  be  questioned.  Hard  and 
fast  rules  devised  with  little  or  no  regard  for  economic  condi- 
tions or  principles  of  equity,  will  in  practice  produce  an  in- 
creasing degree  of  inequality  according  as  the  efficiency  of  ad- 
ministration increases  in  degree. 

No  law  can  be  administered  in  the  fullest  measure  of  effi- 
ciency unless  the  community — and  all  of  its  constituent  parts 
as  well — stand  for  law  enforcement  and  the  greater  the  bur- 
den placed  by  any  law  the  greater  will  be  the  shirking  of  obli- 
gations under  the  law  if  strict  enforcement  be  sought. 

83 
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The  proposition  is  old  but  never  to  be  lost  sight  of,  that  any 
system  which  seeks  to  place  upon  the  tax  roll  classes  of  intangi- 
bles that  can  be  discovered  by  the  listing  officer  only  by  and 
with  the  consent  of  the  owner,  opens  the  door  to  dishonesty, 
fraud,  false  oaths  and  relative  inequality  in  distributing  the 
burden.  The  inevitable  result  of  such  a  system  is  to  breed  a 
laxity  of  morals  generally,  for  if  a  person  will  defraud  the 
state  directly  and  by  so  doing  defraud  his  neighbors  indirectly, 
that  person  will  in  time  defraud  his  fellow  men  directly,  and 
when  opportunity  offers  will  commit  other  wrongful  acts. 

"What  is  said  above  is  not  intended  as  an  argument  for  the 
non-enforcement  of  laws  which  even  upon  their  face  carry 
injustice.  The  best  way  to  be  rid  of  such  laws  is  to  enforce 
them  as  strictly  as  conditions  will  permit  and  ultimately  they 
will  be  replaced  by  more  enlightened  and  just  measures. 

In  1907  the  Kansas  Legislature  passed  the  "Tax  Commis- 
sion Law."    The  object  of  the  law  was  to  provide  for  a  better 
enforcement  of  the  general  property  tax  system,  then  and  still, 
in  vogue.     The  law  gave  the  tax  commission  great  powers  of 
administration,  some  of  which  are  here  suggested. 

1.  A  general  supervision  of  the  system  of  taxation  through- 
out the  state. 

2.  Authority  to  require  local  taxing  officers  to  report  to  it  in 
form  prescribed  by  the  commission  all  matters  pertaining  to 
assessment  and  taxation;  authority  to  examine  books  and 
papers ;  to  summon  witnesses  to  appear  and  testify,  and  to  pro- 
duce books  and  papers  before  it  at  a  time  and  place  to  be  ap- 
pointed by  it. 

3.  To  have  general  supervision  over  the  township  and  city 
assessors,  boards  of  county  commissioners,  county  boards  of 
equalization,  and  all  other  boards  of  levy  and  assessment  to  the 
end  that  all  assessments  of  property,  real,  personal,  and  mixed, 
be  made  relatively  just  and  uniform  and  at  the  true  and  full 
cash  market  value  of  the  property. 

4.  To  remove  county  assessors  for  dereliction  in  duty  and  to 
approve  of  the  removal  of  deputy  assessors  by  the  local  author- 
ities. 

5.  To  order  a  re-assessment  of  property  in  any  assessment 
district. 
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6.  To  require  any  county  board  of  equalization,  at  any  time 
after  its  adjournment,  to  reconvene  and  make  such  orders  as 
the  Commission  might  determine  to  be  just  and  necessary,  and 
to  direct  and  order  such  county  boards  of  equalization  to  raise 
or  lower  the  valuation  of  the  property,  real  or  personal,  in  any 
township  or  city  and  to  raise  or  lower  the  value  of  the  property 
of  any  person,  company  or  corporation ;  and  to  order  and  di- 
rect any  county  board  of  equalization  to  raise  or  lower  the 
valuation  of  any  class  or  classes  of  property. 

7.  To  generally  do  and  perform  any  act  or  to  make  any 
order  or  direction  to  any  county  board  of  equalization  or  any 
county  assessor  or  any  local  assessor  as  to  the  valuation  of  any 
property  or  any  class  of  property  in  any  township,  city  or 
county,  which,  in  the  judgment  of  the  commission,  may  seem 
just  and  necessary,  to  the  end  that  all  property  shall  be  valued 
and  assessed  in  the  same  manner  and  to  the  same  extent  as  any 
and  all  other  property,  real  or  personal,  required  to  be  listed 
for  taxation. 

Biennially  the  county  assessors  are  called  to  the  state  cap- 
ital for  a  conference  with  the  tax  commission.  At  these  con- 
ferences all  problems  in  relation  to  assessment  which  are  a 
trouble  to  the  county  assessors  are  brought  to  notice  and  direc- 
tions concerning  them  are  given  by  the  commission.  These 
conferences  have  been  clarifying  and  benefiecial  in  a  large  de- 
gree. Except  in  rare  instances,  the  commission  has  always  had 
the  earnest  co-operation  of  the  county  assessors  in  an  endeavor 
to  fully  enforce  the  law. 

While  the  commission,  as  above  shown,  has  power  to  remove 
a  county  assessor  for  cause,  that  power  has  as  yet  never  been 
exercised.  Once  a  suggestion  was  made  to  a  county  assessor, 
who  had  utterly  failed  to  come  up  to  the  standard,  that  his 
resignation  would  be  accepted,  and  shortly  a  successor  to  this 
officer  was  appointed  by  the  local  authority. 

In  the  seven  years  of  the  commission's  administration  the 
power  to  order  reassessments  has  been  used  only  five  times  and 
on  all  but  one  of  these  occasions,  at  the  request  of  the  local 
authorities. 

The  commission  is  in  constant  communication  with  the  local 
taxing  authorities.     The  correspondence  with  them  is  volum- 
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iuoiis.  It  is  really  a  matter  of  astonishment  that  so  many 
problems  come  to  the  commission  for  solution.  The  ignorance 
of  the  general  public  concerning  the  principles  of  economics 
and  of  linance  is  remarkable,  and  more,  is  disheartening  to 
those  who  sincerely  propose  measures  Vv'hich  experience  teaches 
would  unquestionably  remove  much  of  the  injustice  now  the 
unavoidable  result  of  tax  laws. 

It  is  probable  that  administrative  problems  in  Kansas  are 
not  different  in  kind  from  those  in  all  states  which  have  the 
general  projDcrty  tax.  The  solution  of  some  of  the  problems 
may  be  less  difficult  in  Kansas  because  of  the  large  degree  of 
centralization  of  administrative  authority  given  by  the  Kansas 
law. 

All  problems  have  their  root  in  the  inadequacy  of  law.  In 
few  states— and  it  may  be  in  none— have  the  laws  kept  pace 
with  the  new  rights  and  new  duties  which  formal  law  should 
recognize  as  the  result  of  the  modern  industrial  revolution. 

It  is  in  securing,  even  approximately,  a  relatively  equal  dis- 
tribution of  the  tax  burden,  that  present  day  administrative 
methods  fail. 

Failure  results  largely  because  the  law  gives  no  opportunity 
for  organizing  the  work  of  assessment  upon  lines  of  efficiency. 
The  crying  need  of  the  hour  is  for  statutes  that  will  permit 
the  organization  of  a  civil  service  corps  of  property  valuators 
chosen  because  of  their  expert  knowledge. 

The  experience  of  boards  of  equalization  must  be  the  same 
everywhere  and  this  experience  teaches  that  if  relatively  equal 
values  among  taxpayers  are  not  obtained  in  the  initial  valua- 
tion or  assessment,  the  wrongs  then  done  must  in  general  re- 
main without  a  remedy.  Formal  appeals  from  local  authori- 
ties to  higher  authority  may  bring  relief  in  a  few  cases  but 
the  great  body  of  wrongs  must  be  borne. 

The  provisions  of  the  Kansas  law  are  such  as  absolutely  pre- 
vent the  attainment,  in  even  a  moderate  degree,  of  relatively 
equal  assessments. 

To  the  legislature  of  1913  the  Kansas  Commission  recom- 
mended the  enactment  of  a  law  in  substance  as  folloAvs: 

First:  To  provide  for  the  office  of  county  assessor  in  all 
counties  and  to  devolve  upon  such  officer  exclusively  the  duty 
of  assessing  all  property  in  the  county. 
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Second :  By  suitable  provisions  to  allow  sufficient  time  for 
the  county  assessor  to  assess  all  real  estate  in  Ms  county  upon 
actual  view  thereof;  one  year  might  be  considered  the  maxi- 
mum time  to  embody  in  the  law. 

Third :  Provide  for  quadrennial  assessments  of  real  estate, 
new  improvements  to  be  added  annually  and  assessment  of  real 
estate  in  cities  to  be  had  as  often  as  required  by  the  city  author- 
ities, annually  if  desired. 

Fourth:  Eliminate  from  the  statute  all  provisions  which 
now  require  the  service  of  township  trustees  or  other  elective 
officers  as  deputy  assessors. 

Fifth:  Enact  suitable  measures  for  the  employment  of 
needed  expert  help  to  aid  the  county  assessor;  this  officer 
should  be  given  authority  to  employ  assistants  to  work  under 
his  direction,  the  total  compensation  to  such  assessors  to  be 
reasonably  limited  by  statute. 

Under  such  a  system  there  would  be  no  need  of  local  boards 
of  review,  as  equality  of  valuations  might  be  obtained  in  the 
process  of  assessment.  A  system  of  the  kind  would  cost  much 
less  than  the  service  now  costs. 

Instances  of  the  unjust  operation  of  the  present  law  may  be 
of  interest  and  for  illustration  the  assessment  of  the  shares  of 
stock  of  banks  and  of  mortgages  will  be  taken. 

The  assessment  of  the  shares  of  stock  of  banks— both  national 
and  state— is  measured  by  the  value  of  the  capital,  surplus  and 
undivided  profits. 

It  will  be  noted  that  here  there  is  no  place  for  the  assessment 
of  any  intangible  value  such  as  ' '  going  concern ' '  value,  ' '  fran- 
chise ' '  value  or  whatnot.  If  the  capital  is  $100  per  share  and 
the  surplus  $100,  the  share  is  worth  for  assessment  purposes 
$200  plus  its  small  part  of  any  undivided  profits  on  hand  on 
March  1st  and  minus  its  proportional  part  of  any  real  estate 
which  is  assessed  to  the  bank.  The  share  might  sell  for  $400 
and  the  lawful  valuation  for  tax  purposes  be  only  $200. 

Mortgages  are  assessed  ad  valorem;  the  measure  of  the  as- 
sessment is  the  face  value.  No  differences  in  real  value  caused 
by  differing  rates  of  interest  are  considered  in  fixing  the  assess- 
ment. 
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Mortgages,  like  all  other  property,  are  subject  to  all  tax 
levies  of  the  district  wherein  is  the  situs  of  the  property. 

The  last  assessment  under  the  old  system  was  made  in  1907 ; 
the  first  assessment  under  the  direction  of  the  commission  was 
made  in  1908. 

The  following  is  the  story  of  the  assessment  of  mortgages 
commencing  with  the  year  1907 : 


1907. 
1908. 
1909. 
1910. 
1911. 
1912. 
1913. 
1914. 


$4,382,864 
47,609,807 
51,485,300 
57,930,949 
66,055,306 
65,795,195 
67,306,424 
68,054,996 


The  situs  of  the  mortgages  for  the  last  three  years  was  as  fol- 
lows. 

Year 

Total  Amount 

Amount  in 
Cities 

Amount  in 
Townships 

1912 

1913 

1914 

$65,795,195 
67,306,424 
68,054,996 

$39,134,289 
40,592,387 
40,375,437 

$26,660,906 
26,716,937 
27,679,559 

The  following  percentages  indicate  the  ratio  of  the  assess- 
ment of  mortgages  to  the  assessment  of  all  personal  property 
exclusive  of  public  service  corporation  property. 


Year. 

Per  cent 

1907 

5.56 

1908                        -      __-... 

10.04 

1909                                            _     ---   _                      

10.15 

1910                                -   -      -      -_   .      -      -      -- 

10.45 

1911                                                _     __   ..              _           __         - 

11.86 

1912_                      .     ._ - --- 

12.71 

1913                                              ---     _- 

12.01 

1914                                      - _-_ - 

12.95 
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The  average  rate  of  levy  for  all  purposes,  state,  county, 
township,  school  district,  etc.,  in  the  townships  cannot  be  stated 
exactly,  but  a  conservative  estimate  is  eight  mills.  It  is  prob- 
ably less. 

A  mortgage  of  $1,000  would  be  taxed  in  the  township  at  an 
average  amount  of  approximately  $8. 

In  nine  of  the  chief  cities  the  rates  of  tax  for  all  purposes  in 
1913  were  as  follows : 


No.  1 — 

_     Mills 

15.51 

No.  2 -     —  " 

16.40 

No.  3 _     _           " 

16.40 

No.  4             _             - " 

16.43 

No.  5-                                                          " 

17,10 

No.  6                                        -     " 

17.20 

No.  7__                           _  " 

17.335 

No.  8__               __     _                       _     -_       -                          " 

17.50 

No.  9 " 

22.50 

The  highest  rate,  22.50  mills;  the  lowest,  15.51  mills;  the 
average,  17.375  mills. 

In  city  No.  9,  having  the  highest  rate,  the  tax  equalled  45% 
of  the  income  from  a  5%  mortgage  and  37i/^%  of  the  income 
from  a  6%  mortgage. 

In  city  No.  1,  having  the  lowest  rate,  of  the  income  from  a 
5%  mortgage  the  tax  would  take  31.2%  and  from  a  6%  mort- 
gage 25.85%. 

In  the  townships  16%  of  the  income  from  a  5%  investment 
and  131/3%  of  the  income  from  a  6%  investment  would  go  for 
taxes. 

It  is  not  much  to  be  wondered  at  that  under  such  circum- 
stances mortgages  dodge  the  assessor ;  leave  the  state  and  some- 
times take  their  owners  along. 

The  natural  tendency  of  certain  owners  of  intangibles  to 
evade  taxation  is  aided  and  abetted  by  some  of  the  banks ;  in 
fact,  a  few  banks  have  even  circularized  their  patrons,  promis- 
ing aid  to  the  property  owner  in  his  effort  to  shirk  his  just 
share  of  the  tax  burden.     The  law  prohibits  assessing  officers 
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from  acquiring  from  the  records  of  the  bank  any  information 
regarding  the  fiduciary  relations  of  the  bank  and  its  patrons. 

The  members  of  the  Tax  Commission  constitute  ex-officio 
the  State  Board  of  Equalization  and  in  the  work  of  this  board 
find  ample  scope  for  the  exercise  of  judgment  and  determina- 
tion in  the  endeavor  to  distribute  the  burdens  of  taxation 
equally  among  the  people  of  the  state. 

The  equalized  assessment  as  finally  fixed  by  the  board,  is 
made  by  the  law,  the  basis  for  all  tax  levies,  state  and  local. 
The  responsibility  involved  in  this  proposition  is  very  great. 
Any  large  increase  in  value  by  the  State  Board  made  for  the 
purpose  of  bringing  the  assessment  up  to  actual  value,  might 
open  the  way  to  a  very  large  increase  in  local  taxes,  for  as  a 
rule,  bodies  charged  A\dth  fixing  the  tax  rate  press  closely  the 
maximum  levy  allowed  by  the  statute. 

There  is  always  some  local  sentiment  for  lower  valuations  in 
order  to  shift  the  state  tax  to  other  counties  and  this  sentiment 
too  often  influences  assessors  in  their  work. 

In  the  assessment  for  the  current  tax  year  of  1914  forty-six 
counties  raised  their  land  values  while  the  remaining  fifty-nine 
counties  lowered  them.  These  increases  and  decreases  were 
promiscuously  distributed  over  the  state,  and  the  State  Board 
found  it  necessary  to  increase  the  returned  values  of  fifty-two 
counties. 

The  aggregate  increase  made  in  this  way  was  $46,126,294. 

The  change  in  assessed  values  which  has  been  brought  about 
by  the  new  methods  of  administration  is  worthy  of  mention. 
The  assessed  values  in  1907,  the  last  year  of  the  old  system,  and 
of  1914,  the  seventh  year  under  the  new  system,  appear  in  the 
following  statement : 


1907 

1914 

Increase 

Per  cent 
of  increase 

Real     estate,     out- 
side  of    cities 

City    real    estate 

Personal    property 

Public    service    cor- 
poration   property- 

$190,467,720 
78.686,780 
78,854,269 

77,272,445 

$425,281,214 

$1,394,177,121 
444,325,027 
525,780,250 

440,179,078 

$2,804,461,476 

$1,203,709,401 
365,638,247 
446,925,981 

362,906,633 

631.97 
464.67 
566.77 

469.64 

$2,379,180,262 

559.43 
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]\Ii'.  E.  H.  Wolcott  of  Indiana :  Did  I  understand  Mr.  Howe 
to  say  that  the  situs  of  the  real  estate  upon  which  a  mortgage 
is  given  is  the  place  of  taxation  ? 

JNIr.  Howe :  No,  the  situs  of  a  mortgage  for  taxation  is  tlie 
domicile  of  the  owner. 

^Ir.  William  A.  Leatham  of  Utah :  I  would  like  to  ask  the 
gentleman  from  Kansas  if  this  unusual  raise  in  values  repre- 
sents a  discovery  of  property  that  had  formerly  escaped  taxa- 
tion or  just  a  general  raise  on  the  j^roperty  that  was  already 
on  the  tax  rolls. 

i\Ir.  Howe :  Careful  estimates  convince  us  that  we  put  on 
the  tax  roll  $300,000,000  of  personal  property  never  before 
assessed ;  $250,000,000  the  first  year. 

Mr.  John  E.  Brindley  of  Iowa:  You  think  Mr.  Howe,  you 
have  now  your  assessment  pretty  close  to  the  actual  value  of 
real  estate? 

]\Ir.  Howe :     "We  think  so ;  about  actual  value. 

]Mr.  Brindley:  And  yet  it  works  out  so  that  you  have  an 
income  tax  of  from  35  to  40  per  cent  on  securities? 

IMr.  Howe :     Yes. 

]\Ir.  Brindley:  Don't  you  think  that  ought  to  be  a  very 
good  proof  of  the  absurdity  of  trying  to  continue  general  prop- 
erty taxation,  the  experience  of  Kansas  ? 


LEGISLATIVE  AND  ADMINISTRATIVE  PROBLEMS  IN 
COLORADO. 

John  B.  Phillips 

State  Tax  Comiuissioner,  Denver,  Colorado 

Mr.  Chairman,  Ladies  and  Gentlemen :  Colorado  is  new  in  the 
commission  work,  the  commission  having  been  organized  on 
May  20, 1912,  I  will  briefly  point  out  some  of  the  legislation 
and  some  of  the  problems  of  administration  connected  with  it. 

The  reason  for  the  commission  in  Colorado  is  primarily  due 
to  the  desire  for  a  greater  equalization  in  the  assessments. 
There  had  never  been  until  last  year  an  equalization  in  the 
state  and  but  two  equalizations  had  been  attempted.  The  first 
attempt  was  made  in  1877  shortly  after  the  state  was  admitted 
to  the  union  when  an  equalization  by  the  state  board  resulted 
in  a  slight  increase  of  the  aggregate  valuation  of  the  state  as 
returned  by  the  local  assessors.  The  supreme  court  decided 
that  this  could  not  be  done  and  that  the  valuation  was  fixed  for 
the  state  board  by  the  assessors  as  returned.  The  result  was  a 
decline  of  course  in  the  assessments,  as  is  usual  in  other  states, 
and  the  board  passed  a  resolution  that  as  long  as  the  court  had 
decided  thus  and  so  there  was  no  use  of  attempting  to  equalize, 
and  they  did  not.  Finally  when  there  had  been  a  change  in 
the  state  administration  along  in  1899  the  state  board  of  equal- 
ization thought  that  maybe  they  could  equalize  certain  classes 
of  property  so  they  raised  sheep  in  one  county,  hogs  in  another, 
and  cattle  in  another.  The  court  ruled  that  they  must  not 
equalize  in  that  fashion.  Then  the  board  adopted  another  reso- 
lution to  the  effect  that  there  was  no  use  any  way  and  that  they 
might  as  well  wait.  They  therefore  waited  and  the  tax  commis- 
sion law  was  passed  by  the  legislature  in  1911.  Then  a  great 
streak  of  economy  was  prevailing  in  this  state  and  the  governor 
and  treasurer  decided  if  they  did  not  appoint  any  tax  com- 
missioners for  two  years  more  they  would  save  the  appropria- 
tion of  $20,000  a  year  for  the  tax  commission  and  they  refused 
to  appoint  anybody  and  the  candidates  for  those  jobs  had  to 
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remain  on  the  anxious  seat.  An  action  was  brought  in  the 
supreme  court  to  compel  the  appointment  of  these  conunission- 
ers  to  assess  railroads,  as  it  was  claimed  that  the  law  had  taken 
the  power  away  from  the  old  board  of  equalization.  The  su- 
preme court  then  decided  the  commissioners  would  have  to  be 
appointed  and  they  were  appointed  next  day. 

It  was  far  too  late  to  accomplish  much  of  an  equalization. 
The  assessment  work  in  the  counties  was  about  finished  that 
year,  so  last  year  came  the  real  test.    The  tax  commission  does 
not  have  the  power  of  equalization,  but  it  is  empowered  to  place 
a  certain  amount  on  each  county  which  will  bring  the  assess- 
ments made  by  the  local  assessor  up  to  full  cash  value.    The 
commission  must  make  a  report  stating  these  amounts  to  the 
state  board  of  equalization  and  then  the  state  board  of  equaliz- 
ation is  to  do  whatever  it  pleases  as  to  the  distribution  of  the 
increases,  but  must  leave  the  aggregate  the  same  as  fixed  by 
the  commission.    Well,  we  made  our  report  and  we  raised  the 
counties  116  per  cent,  94  per  cent,  136  per  cent,  and  so  on  down 
the  line.     It  was  tremenduously  startling  to  those  assessors 
who  had  had  a  blissfully  easy  time  of  it  ever  since  that  resolu- 
tion was  passed  by  the  board  of  equalization.    The  result  was 
that  the  state  board  of  equalization  adopted  our  report  in  toto. 
Then  the  Denver  assessor  and  some  others  refused  to  put  this 
increase  on  the  counties,  relying  on  the  old  decision  of  the 
supreme  court  that  the  aggregate  valuation  could  not  be  in- 
creased over  what  was  returned  by  the  county  assessors.    The 
state  brought  suit  and  after  considerable  waiting  the  court  up- 
held the  increases  but  decided  that  the  state  board  of  equaliza- 
tion could  not  increase  the  aggregate  value  of  the  state  but 
that  the  increase  was  actually  made  by  the  tax  commission 
when  it  decided  how  much  was  to  be  added.    In  other  words 
the  court  said  the  legislature  had  given  to  the  tax  commission 
original  power  of  assessment  just  the  same  as  the  assessor.    So 
we  raised  the  state  $186,000,000  and  this  was  added  horizon- 
tally to  each  item.    It  is  impossible  under  our  laws  to  treat  the 
county  as  is  done  in  Mr.  Galloway's  state,  (Oregon). 

Well,  now  we  secured  certain  legislation  which  I  will  speak 
of  very  briefly.    I  might  say  before  doing  that  that  the  raise  in 
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the  state's  valuation  this  year  has  just  been  made.  We  have 
sent  to  all  the  counties  a  notice  to  make  the  increase  and  have 
advised  the  board  of  equalization  to  do  this  so  that  we  won't 
have  to  put  it  on  horizontally.  This  year  the  raise  is 
$135,000,000.  Thirty-six  counties  have  been  approved  this 
year,  but  some  of  the  larger  counties,  including  Denver,  have 
refused  to  increase  their  assessments  practically  over  last  year. 

We  have  this  new  legislation :  Aside  from  the  original  tax 
commission  bill  which  was  prepared  by  Mr.  Foote,  we  have 
secured  a  provision  requiring  any  rebate  of  taxes  to  be  ap- 
proved by  the  tax  commission.  If  we  had  not  had  this  the 
counties  could  have  defeated  the  horizontal  raise,  and  they 
thought  they  Avould  do  it  and  tliey  sent  up  petitions  saying 
the  horizontal  increase  was  unjust  and  therefore  the  rebate 
petition  had  been  0.  K'd.  by  the  county  commissioners.  That 
was  the  old  way  of  doing  business.  The  commissioners  would 
rebate  such  taxes  as  they  wanted  to ;  l)ut  by  the  law  passed  in 
1913  it  is  provided  that  any  rebate  to  be  binding  must  be  ap- 
proved by  the  tax  commission ;  so  as  a  consequence,  we  refused 
every  one  of  those  rebates  Avhieh  simply  cut  off  the  amount  we 
had  put  on  in  valuation.  In  this  way  we  made  this  raise  stick. 
Otherwise,  you  see  at  once  it  would  have  been  defeated,  and 
unless  you  have  this  power  to  head  off  the  rebates  it  is  imposi-i- 
ble  to  make  a  horizontal  increase  stay  where  it  is  put. 

We  also  secured  a  modification  in  the  law  by  which  public 
utilities  were  assessed.  Formerly  they  were  assessed  by  the 
local  assessor.  We  succeeded  in  getting  the  legislature  to  adopt 
a  law  placing  all  the  local  public  utilites  under  the  tax  com- 
mission. The  result  of  this  was  that  these  local  utilities  were 
found  to  be  greatly  underassessed.  Some  were  increased  three 
times  as  much  as  would  be  necessary  to  bring  them  to  full  cash 
value,  the  assumption  being  that  the  state  was  assessed  en  a 
third  basis  and  others  were  assessed  at  seventeen  times  the  val- 
uation of  1912.  The  result  was  $20,000,000  increase  over  three 
times  the  amount  they  were  originally  assessed  by  the  local 
assessor.  The  beauty  is  that  we  have  punished  them  in  no  way, 
but  we  have  enlisted  their  assistance  in  getting  the  local  as- 
sessor to  get  his  values  up.     Under  the  old  regime  knowing 
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themselves  to  be  greatly  underassessed,  it  was  the  part  of  wis- 
dom for  them  not  to  investigate  closely  the  assessments  of 
other  property,  and  they  did  not.  What  did  they  do  as  soon 
as  this  bill  went  into  operation  and  we  put  them  down  accord- 
ing to  the  provisions  of  the  bill  at  full  cash  value?  They 
organized  an  association  and  collected  data  on  the  local  assess- 
ments and  furnished  them  to  us  and  urged  us  to  raise  the 
counties  as  much  as  we  could.  So  in  this  way  we  gained  their 
assistance  in  the  work  of  assessment. 

We  have  also  another  law  which  I  will  mention.  It  is  the 
limit  of  levy  which  I  think  may  be  of  some  interest.  We  have 
a  law  fixing  the  limit  of  levy  for  the  various  counties.  It  con- 
tains a  specific  table  something  similar  to  the  law  in  Kansas 
for  ordinary  county,  contingent  and  poor  funds.  The  reason 
for  it  is  this :  AVe  could  not  have  secured  the  passage  of  the 
full  cash  value  bill  in  the  legislature  unless  it  provided  for 
some  kind  of  a  limit  to  the  tax  that  could  be  raised.  When  we 
provided  this  limitation  the  legislature  had  no  fears  as  to  the 
amount  of  tax  which  the  taxpayer  could  be  made  to  pay.  We 
have  further  a  blanket  provision  that  no  tax  levying  body 
could  raise  more  than  15  per  cent  over  what  it  had  levied  in 
1912.  We  put  it  in  the  bill  at  10  per  cent  but  the  legislature 
raised  it  to  15  because  there  might  be  a  necessity  for  more  state 
revenue.  And  then  there  is  a  provision  that  after  1913  no  tax 
levying  body  can  exceed  except  by  5  per  cent  what  they  levied 
in  1913.  So  you  see  the  taxpayers'  fears  were  very  largely 
allayed.  By  a  provision  added  to  the  bill  there  can  be  ap- 
proved by  the  tax  commission  a  further  increase  in  the  levy  up 
to  five  mxills.  This  has  been  resorted  to  quite  a  number  of 
times  in  the  case  of  school  districts  which  had  failed  to  make 
any  levy  for  the  year  1912  and  which  for  many  other  reasons 
were  short  of  funds.  The  finances  of  school  districts  are  fre- 
quently poorly  managed. 

The  representatives  of  one  city  came  to  the  commission  and 
wanted  to  raise  $30,000  additional  revenue.  After  arguing 
and  talking  with  those  gentlemen  they  decided  they  did  not 
need  that  money  and  went  home  very  happy.  The  result  of 
all  this  centralization  therefore,  which  is  quite  a  reform  in  a 
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way,  and  sometimes  meets  with  some  objection  and  may  cause 
some  friction,  nevertheless  opens  up  to  investigation  the  finan- 
cial administration  in  all  the  local  units  and  will  if  it  remains 
on  the  statute  books  have,  I  think,  a  very  beneficient  effect. 

We  recommended  to  the  legislature  the  bill  changing  the 
assessment  of  mines,  making  the  assessment  on  50  per  cent  of 
the  gross  and  all  of  the  net  from  the  metalliferous  mines.  The 
supreme  court  had  defined  gross,  and  then  later  on  changed 
the  definition  and  made  it  mean  the  sum  received  by  the  owner 
for  the  sale  of  his  ores.  The  result  of  this  decision  makes  it 
necessary  to  deduct  the  transportation,  reduction  and  treat- 
ment charges  so  that  the  consequence  has  been  a  considerable 
reduction  in  the  valuation  of  the  mining  counties.  This,  of 
course,  throws  the  burden  of  taxation  onto  other  property  in 
those  counties.  Somewhere  between  eight  and  nine  millions 
of  dollars  of  valuation  were  lost,  I  believe,  this  year. 
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Chairman  IMitchell :  We  will  now  continue  the  round  table 
discussion.  Mr.  Holcomb  will  read  a  paper  by  Mr.  Robinson 
of  Kentucky. 

Mr.  A.  E.  Holcomb  of  New  York :  You  all  know  Mr.  Rob- 
inson who  is  one  of  our  oldest  members  and  supporters,  always 
interested  in  taxation.  He  was  unable  to  come  and  sent  me 
this  brief  digest  containing  some  of  his  thoughts.  I  know  you 
will  all  be  glad  to  hear  from  Mr.  Robinson,  knowing  his  char- 
acter and  what  a  delightful  gentleman  he  is. 


TAX  REFORM  IN  KENTUCKY 

William  A.  Robinson 
Louisville,  Kentucky 

By  request,  I  submit  the  following : 

I  trust  that  the  experience  of  Kentucky  may  be  of  service 
elsewhere. 

In  1891  the  people  adopted  the  4th  State  Constitution.  The 
convention  had  among  its  members  some  of  the  most  prom- 
inent and  best  citizens.  The  new  constitution  included  some 
wdse  improvements,  but  in  the  light  now  of  23  years'  experi- 
ence in  some  important  features  it  entered  too  specifically  in 
details  for  a  permanent  instrument,  and  the  whole  clinched  by 
the  restriction,  that  not  more  than  two  amendments  could  be 
submitted  to  the  people  at  one  time ! 

In  type  measurement,  it  is  about  three  times  the  length  of 
the  constitution  of  the  United  States  with  the  16  amendments ! 

The  chapter  on  revenue,  has  14  sections  so  interlocking  as 
to  make  it  difficult  to  make  an  important  change,  by  one,  or 
even  the  limit  of  two  amendments,  which  would  be  upheld  by 
the  court. 

The  first  general  revenue  act  under  the  1891  constitution, 
was  enacted  by  the  general  assembly  of  1893  and  became  the 
law  without  the  governor's  approval. 

The  plan  was  the  "general  property  tax" — all  assessed  "ad 
valorem  upon  a  fair  cash  basis,"  and  all  classes  and  descrip- 
tions, at  one  and  the  same  rate. 

The  plan  involved  many  radical  changes,  and  in  the  opinion 
of  large  numbers  of  the  best  citizens,  so  injurious  to  the  public 
welfare,  that  at  once  earnest  interest  was  taken  to  modify  the 
plan,  but  with  little  material  improvement. 

Finally  it  was  decided  to  secure  a  change  in  the  constitu- 
tion, which  would  permit  better  things,  by  statute. 

Since  1903  this  end  has  been  kept  as  the  definite  aim. 

In  1912  the  legislature  by  a  large  majority  in  both  houses 
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passed  an  act  submitting  to  the  vote  of  the  people  at  the  next 
earliest  possible  date,  Nov.  1913,  the  desired  (in  the  main) 
amendment.     The  vote  was  over  30,000  majority  in  its  favor. 

But  the  court  of  appeals  decided  the  election  invalid,  because 
the  secretary  of  state  had  omitted,  by  a  few  days,  to  give  the 
required  public  notice  of  the  election,  viz.,  "at  least  90  days!" 
The  legislature  of  1914  by  large  ma.jority  of  both  houses, 
ordered  submission  of  the  amendment,  but  we  must  wait  until 
Nov.  1915,  the  prescribed  constitutional  time. 

Too  had—iho.  state  suffers— but  no  help  for  it. 

We  expect  to  carry  it  by  an  increased  majority.  We  believe 
that  it  is  clear  now  to  the  people  of  Kentucky  that  this.  Gen- 
eral Property  Tax  System,  with  us,  as  always  and  everywhere, 
has  proved  a  failure,  illusive  and  delusive,  at  this  period,  of 
wider  interests,  and  broader  fields  of  development.  The  result 
presents  evidence  clear  and  unmistakable,  in  Kentucky.  Please 
note: 

Population,  growth  in  last  decade,  (U.  S.  Census)  6  6/10%, 
as  against  15%,  the  previous  decade.  The  state  has  dropped 
from  her  rank  at  one  time  as  the  11th  to  the  14th— 40  of  the 
120  counties  had  an  actual  loss. 

Capital  utterly  insufficient  for  progress,  about  60  million 
banking  capital. 

Factories,  small  increase  only,  present  annual  production 
about  200  million,  nearly  half  in  one  county,  consequent  lack 
of  employment,  profitable  for  holding  some  of  our  best  young 
manhood,  for  illustration,  the  state  grows  one  third  of  all 
tobacco  in  United  States,  yet  we  are  the  3rd  in  manufacture. 

Agriculture— one  third  of  area,  8  million  acres,  unim- 
proved lands  of  this  great  agricultural  state.  Because  of  re- 
striction to  growth  of  industrials  by  onerous  tax  thereon,  by 
expelling  and  repelling  capital,  working  capital,  for  the  same 
reason,  the  burden  of  taxation  fastens  itself  more  and  more  on 
the  farmer,  our  agricultural  interest-property  which  must  stay 
and  which  cannot  be  concealed.    It  is  bound  to  pay. 

Intangible  personalty — very  small  returns.  It  has  either  left 
the  state  or  avoids  the  assessor,  because  practically  the  tax  is 
confiscatory  of  large  proportion  of  income. 
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Bonds,  {to  illustrate)  say  6^  millions  assessed,  revenue  to 
state  $32,500 ;  dogs  at  $1.00  per  head  paid  $127,000 ;  deposits 
in  bank,  cash  13  million,  bank  statements  show  $135,000,000. 
Banks  are  taxed  by  the  state,  on  basis  of  80%  actual  capital, 
surplus  and  undivided  profit,  and  at  rate  of  2i/4  to  3%  for  state, 
county  and  city  combined,  in  different  localities,  while  esti- 
mated average  ratio  of  assessment  to  true  cash  value,  of  all 
lands  and  city  real  estate  is  52%,  ranging  county  by  county 
from  30%  to  80%  the  highest. 

And  80  of  the  120  counties  it  is  stated  receive  from  the  state 
treasury  for  county  purposes— schools,  coiurts,  etc., — more 
than  they  pay  in.     "Pauper"  counties. 

Cash  on  deposit  m  dank,  subject  to  check,  without  interest, 
is  taxed  same  as  real  estate.  A  tax  on  the  circulating  medium 
is  small  volume  of  deposit  to  be  wondered  at. 

But  this  catalogue  goes  far  enough  to  demonstrate  the  bane- 
ful effect  of  an  unwise  revenue  system.  This  is  in  my  judg- 
ment the  great  handicap  to  development  of  the  state  of 
Kentucky. 

I  may  add  a  word  of  some  value,  as  to  the  importance  of 
good  up-to-date  administration  in  the  matter  of  revenue. 

A  Permanent  State  Tax  Commission  we  have  none,  every 
state  should  have. 

County  Assessor's  Maps — we  have  none.  No  accurate  as- 
sessment can  be  made  without  them,  Kentucky  area  assessed 
totals  annually  less  than  her  historic  area.  The  discrepancy 
has  reached  in  a  year,  as  high  as  one  million  acres. 

State  Assessors  for  Counties  are  elected  every  four  years, 
and  by  the  constitution  are  not  eligible  for  reelection.  About 
the  time  they  learn  the  "best  way"  they  are  out,  and  green 
officers  replace  them. 

A  wise  student  of  taxation  has  said  in  effect,  that  the  popu- 
lar election  of  assessors  in  the  United  States  is  the  evil  feature. 
They  should  be  selected  for  fitness  and  appointed,  and  place 
should  be  permanent  under  proper  regulation.  They  should 
have  larger  districts  and  better  pay. 

The  final  summing  up  of  the  whole  matter  is  an  inadequate 
revenue  only  about  7  millions  annually,  with  a  total  property 
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assessment  of  only  about  850  million,  real  and  personal  prop- 
erty. Our  constitutional  amendment  pending  authorizes  (not 
mandatory) 

1st— The  classification  of  property  by  the  legislature— all 
property  of  the  same  class  to  pay  the  same  rate. 

2nd— The  segregation  of  property  (when  the  proper  time 
arrives)  so  that  revenue  from  certain  kinds  may  be  set  apart, 
for  state  purposes— and  other  for  local  purposes— to  the  end 
that  eventually  no  one  kind  of  property  may  be  taxed  more 
than  once,  when  now  all  is  taxed  at  least  twice,  and  in  cities 
at  least  thrice. 

3rd— Public  bonds— State,  county  or  city  issued  for  schools 
or  public  improvement  are  not  to  be  taxed.  They  never  should 
be.  Imagine  the  United  States  government  taxing  its  own 
bonds ! 

When  this  amendment  is  adopted,  and  revenue  adjusted 
thereunder,  you  may  look  for  a  good  account  from  Kentucky. 
We  have  coal  and  good  coal,  under  16  thousand  square  miles 
of  our  territory,  convenient  to  watercourses.  We  are  now  sell- 
ing it  off  at  small  profit.  We  ought  to  be  using  it  for  fuel  in 
our  own  great  factories,  which  will  come.  Timber,  yet  a  great 
uncut  supply  in  our  forests.  Soil,  the  best  and  finest  in  this 
country,  and  great  areas  unoccupied.  No  need  for  ' '  young  men 
to  go  west",  even  to  Colorado!  Climate  temperate,  with 
rainfall  every  month  in  the  year,  and  work  may  be  done  out 
of  doors,  every  day  in  the  year. 

The  work  of  this  association  is  telling  for  good  throughout 
our  country.  It  is  clearing  up  the  hard  problems,  in  this  com- 
plex revenue  question,  for  the  good  of  all  states.  To  produce 
ample  revenue  for  good  government,  equitably  and  justly  ad- 
justed, as  to  all  properties  and  interests,  is  a  great  question, 
and  with  increasing  requirement  for  revenue,  it  is  becoming 
greater.  The  country  is  to  be  congratulated  that  we  have  such 
a  National  Association,  and  the  association  is  indebted  to  the 
men  who  are  giving  freely,  and  patriotically  of  their  time  and 
thought  to  its  beneficent  work. 
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Mr.  Hblcomb  :  As  chairman  of  the  committee  on  attendance 
and  registratioai,  I  thought  you  might  like  to  know  that  up  to 
the  present  time  we  have  registered  169,  coming  from  36  states 
and  the  District  of  Columbia.  I  think  that  is  the  largest  geo- 
graphical attendance  had  at  any  conference  up  to  this  time. 
We  have  33  states  represented  by  official  delegates  appointed 
by  governors,  13  colleges  and  three  accounting  associations. 

Mr.  William  A.  Leatham  of  Utah :  As  a  matter  of  informa- 
tion I  would  like  to  ask  the  secretary  if  he  has  a  record  of  the 
state  that  has  the  largest  representation  at  this  conference, 

Mr.  Holcomb :  I  can  answer  that.  If  it  is  not  Colorado,  it 
is  New  York.  I  am  quite  sure  it  is  New  York.  You  will  find 
it  on  the  bulletin  board. 

Chairman  Mitchell:  Professor  Plehn,  who  was  to  have 
presided  today,  handed  me  this  paper  and  if  there  is  no  ob- 
jection I  will  read  it. 


PROBLEMS  OF  TAX  ADMINISTRATION  FOR  STATE 
PURPOSES  IN  CALIFORNIA 

Gael  C.  Plehn 

University  of  California,  Berkeley,  California 

When  one  has  been  meeting  any  given  set  of  "difficulties" 
day  by  day  as  they  arise  for  a  series  of  years,  one  becomes,  as  it 
were,  so  hardened  to  them  that  they  cease  to  appear  to  be  diffi- 
culties. Hard  rubs,  which  are  always  "all  in  a  day's  work," 
leave  wounds  which  change  like  blisters  to  callouses,  become 
in  the  end  routine,  and  ceasing  to  be  unusual  almost  seem  to 
be  unworthy  of  remark. 

Hence,  when  I  set  myself  to  select  the  administrative  prob- 
lems which  most  concerned  the  officers  of  the  state  taxing 
board  of  California,  I  was  at  first  considerably  at  a  loss  to 
know  what  they  were.  Indeed,  this  paper  came  very  near  to 
beginning  with  the  title  and  ending  like  the  boy's  apple  with 
"there  ain't  goin'  to  be  no  core." 

The  first  glimpse  of  a  "problem"  worthy  of  report  came 
when  I  recalled  the  recent  improvements  in  the  administration 
of  the  inheritance  tax. 

In  the  beginning,  the  inheritance  tax  was  collected  by  the 
county  treasurers,  whose  diligence  was  supposed  to  be  stim- 
ulated by  commissions.  They  were,  however,  merely  collectors 
not  assessors.  But  the  main  dependence  for  finding  and  assess- 
ing the  taxable  estates  was  on  the  probate  courts  which  were 
supposed  to  protect  the  interest  of  the  state  and  which  could 
not  discharge  the  executors  or  administrators  until  the  taxes 
had  been  paid.  In  1909,  the  state  controller  Avas  given  a  spe- 
cial inheritance  tax  deputy.  Under  his  guidance  and  under 
the  administration  of  controllers  Nye  and  Chambers,  things 
changed.  The  inertia  of  the  county  treasurers,  the  too  easy 
acquiescence  of  the  probate  courts  in  the  appraisals  made  by 
the  attorney  for  the  heirs,  and  their  indifference  to  estates 
which  evaded  probate,  were  the  three  great  difficulties.     Es- 

104 


TAX  PROBLEMS  IN  CALIFORNIA  105 

tates  passing  inter  vivos  or  buried  in  family  holding  companies 
escaped  and  others  were  too  often  undervalued. 

In  1911,  the  controller  was  authorized  to  appoint,  and  at  his 
pleasure  remove,  one  or  more  persons  in  each  county  to  act  as 
inheritance  tax  appraisers.  No  estate  can  be  probated  unless 
one  of  the  three  appraisers  is  the  inheritance  tax  appraiser. 
So  far  so  good.  The  machinery  was  fine.  It  was  centralized 
to  a  novel  degree.  The  thing  was  to  make  it  work,  to  actually 
transmit  the  power. 

After  1913,  the  centralization  was  still  further  improved 
and  we  now  have  the  controller,  with  his  special  assistant,  the 
inheritance  tax  deputy,  working  through  a  corps  of  special, 
local  or  large  district  supervising  deputies,  each  in  charge  of 
a  group  of  appraisers,  with  as  perfect  a  chain  of  authority  and 
responsibility  as  any  business  organization  can  present.  The 
last  touch  was  added  by  Controller  Chambers  who  instituted 
an  annual  convention,  at  which  the  appraisers  and  their  sup- 
ervisory deputies  meet  to  discuss  problems  and  methods,  and 
at  which  they  develop  more  or  less  unconsciously  a  professional 
spirit. 

We  undoubtedly  have  troubles  too  with  one  part  of  our 
segregated  state  tax  system.  It  will  be  recalled  that  Califor- 
nia taxes  for  state  purposes  exclusively :  (1)  all  public  utilities 
except  water  companies,  (2)  banks,  (3)  insurance  companies, 
(4)  all  franchises.  Public  utilities  pay  on  the  basis  of  gross 
receipts,  banks  on  the  basis  of  capital  stock,  insurance  com- 
panies on  the  basis  of  premiums,  but  franchises,  other  than 
those  of  the  public  utilities,  have  to  be  valued  and  assessed. 
As  the  term  franchise  is  practically  equivalent  to  "corporate 
excess,"  this  assessment  requires  a  valuation  of  the  entire 
property  and  business  first,  and  then  of  the  tangible  property, 
the  difference  constituting  the  taxable  franchise.  For  the 
past  four  years,  most  of  this  work  of  assessing  franchises  has 
been  done  by  main  strength,  and  with  much  awkwardness. 
Each  of  the  five  members  of  the  board,  feeling  the  weight  of 
responsibility,  has  endeavored  to  examine  individually  each  of 
the  eighteen  thousand  or  more  reports. 
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The  difficulties  were :  (1)  to  get  forms  for  the  reports  which 
would  bring  out  the  essential  facts;  (2)  to  establish  a  classifi- 
cation of  companies;  (3)  to  find  the  methods  best  suited  to 
each  class;  (4)  to  ascertain  the  proportion  of  the  total  capital 
of  foreign  corporations  used  in  the  state;  and  (5)  to  equalize 
between  companies  of  the  same  class  where  temporary  condi- 
tions, eccentricities  of  bookkeeping  or  other  disturbing  facts 
may  have  led  to  erroneous  conclusions  in  the  first  instance. 

The  first  difficulty  has  been  solved  as  far  as  it  can  be  until 
a  more  satisfactory  solution  has  been  reached  for  the  second. 
The  first  simple  schedules  have  been  revised  each  year,  addi- 
tional powers  to  demand  details  being  obtained  last  year  from 
the  legislature.  So  far  the  only  classification  made  has  been: 
(1)  water  companies;  (2)  mining  companies  other  than  oil; 
(3)  oil  companies;  and  (4)  "common"  franchises,  or  all  other 
than  (1),  (2),  and  (3).  This  classification  should  be  carried 
further.  A  few  examples  will  suffice  to  show  this.  A  manu- 
facturing company  is  called  upon  to  report  gross  sales,  then  to 
give  cost  of  material,  labor  and  other  expenses,  which  most  of 
them  can  do  readily  enough  because  they  cash  their  books  in 
that  form.  But  a  purely  mercantile  house,  being  asked  to 
report  gross  sales,  and  then  to  give  cost  of  goods,  labor,  etc.,  is 
just  as  likely  as  not  to  report  the  gross  profits  on  sales  instead 
of  gross  sales.  This  makes  a  fair  comparison  of  the  size  of 
two  competing  houses  difficult.  Moreover,  as  the  amount  of 
capital  required  in  proportion  to  business  or  gross  receipts 
and  other  items  varies  much  between  different  lines  of  busi- 
ness, but  runs  remarkably  uniform  in  different  companies  in 
the  same  line  of  business,  classification  would  facilitate  the 
work  greatly  by  enabling  the  attention  to  be  centered  now  on 
one,  now  on  another  feature  of  the  business. 

A  search  of  the  text  books  on  accounting,  a  study  of  the 
census  reports  and  other  available  data  both  reveal  the  de- 
sirability of  classification,  but  afford  no  criterion  or  basis  for 
classification.  Now,  however,  the  accumulated  reports  of  four 
years,  but  more  especially  the  full  reports  obtained  during  the 
last  year  under  the  increased  powers  recently  granted  by  law 
to  the  board,  will  afford  the  material  for  reaching  a  basis  for 
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classification.  It  is  going  to  be  a  difficult  task.  But  some  of 
the  main  classes,  of  course,  stand  out  clearly.  There  are  be- 
sides those  already  recognized:  (1)  mercantile,  (2)  manufac- 
turing, (3)  agricultural,  horticultural,  and  the  like,  (4)  lum- 
bering, (5)  development  companies,  and  (6)  holding  com- 
panies.   Each  of  these  will  fall  into  sub-groups. 

Our  troubles  with  foreign  companies  are  not  unlike  those  of 
other  states,  although  the  refinement  of  tax  dodging  practiced 
by  some  such  companies  in  some  eastern  states  has  not  yet 
been  noticed  in  California,  save  in  a  very  few,  not  over  half  a 
dozen,  instances. 

While  the  taxation  of  franchises  involves  many  difficulties, 
the  past  four  years'  experience  shows  clearly:  (1)  the  essen- 
tial justice  of  such  a  tax;  (2)  that  the  difficulties  are  mainly 
those  of  inexperience  and  of  creating  the  necessary  equipment. 

Chairman  Mitchell :  I  will  now  call  upon  Mr.  Chambers  of 
California,  to  give  you  a  few  facts  in  regard  to  the  inheritance 
tax. 

Mr.  John  S.  Chambers  of  California:  Mr.  Chairman, 
Ladies  and  Gentlemen :  It  was  my  good  fortune  to  have  the 
privilege  of  putting  into  effect  certain  amendments  to  the  in- 
heritance tax  laws  of  California,  secured  from  the  legislature 
by  my  predecessor,  the  late  A.  B.  Nye,  whom  I  succeeded  by 
appointment,  and  it  is  very  gratifying  to  say  that  these  amend- 
ments have  proved  very  effective. 

For  the  fiscal  year  ending  June  30  last,  our  revenue  under 
the  inheritance  tax  law  was,  in  all,  two  and  one-half  millions 
of  dollars,  one  million  more  than  we  ever  collected  in  any 
other  year  since  we  had  such  a  law  in  California.  During  the 
preceding  three  years  the  annual  average  had  been  about  one 
and  one-half  million.  During  the  seventeen  years  preceding 
those  three  years  the  annual  revenue  had  been  about  $385,000. 

This  present  fiscal  year  I  look  to  see  it  run  to  three  millions 
of  dollars.  Two  months  only  have  passed  and  yet  we  have 
collected  almost  one  million  dollars.  We  got  from  the  Irwin 
estate  in  San  Francisco  $-122,000,  from  the  Fox  estate  at  Santa 
Clara  $250,000,  and  from  the  Hopkins  estate  at  Santa  Barbara 
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$241,000.  It  was  claimed  during  the  recent  primary  cam- 
paign in  California  that  I  should  not  take  credit  for  all  this; 
that  the  credit  was  really  due  to  the  rich  men  who  died.  To 
some  extent  this  is  true,  but  it  is  also  true  that  if  we  did  not 
have  a  good  administration  of  the  inheritance  tax  laws  in  Cali- 
fornia, much  of  these  taxes  would  have  escaped  us. 

The  main  amendments  brought  about  by  Mr.  Nye  were,  first, 
that  the  controller  should  appoint  the  inheritance  tax  ap- 
praisers in  the  various  counties,  one  or  more  as  seemed  needed. 
Heretofore  that  had  been  done  by  the  judges  of  the  superior 
courts.  They  opposed  his  plan  then  and  many  of  them  still 
do.  The  second  amendment  was  that  the  controller  should 
appoint  three  inheritance  tax  attorneys  at  $3,000  a  year,  each, 
who  would  aid  the  appraisers  in  their  work.  The  third  amend- 
ment was  that  a  representative  of  the  controller,  generally  the 
county  treasurer  or  chief  deputy,  should  be  present  at  the 
opening  of  every  safe  deposit  box.  Any  bank  that  will  permit 
a  safe  deposit  box  to  be  opened  when  a  man  dies  unless  the 
controller  is  present,  or  represented,  is  subject  to  a  fine  of 
$20,000.     That  has  worked  very  effectively. 

In  addition,  after  getting  a  little  acquainted  with  the  work 
of  the  office,  I  have  only  been  in  office  one  year,  I  concluded 
to  call  a  meeting  of  the  inheritance  tax  appraisers.  There  had 
never  been  in  California  anything  of  the  kind  before.  In  Los 
Angeles  we  held  a  meeting  of  the  Southern  California  apprais- 
ers and  in  San  Francisco  of  the  Northern  California  ap- 
praisers. The  attorneys  of  the  controller's  office  explained 
the  law,  and  the  appraisers  told  of  their  problems  and  experi- 
ences. And  it  proved  to  be  a  real  clearing  house.  I  think  the 
result  of  those  two  meetings  had  a  great  deal  to  do  with  the 
increase  in  revenue,  due  to  the  enthusiasm  and  spirit  of  co- 
operation created.  It  is  my  purpose  to  hold  such  meetings 
annually.  I  mean  to  ask  the  next  legislature  to  give  me  an 
appropriation  to  pay  the  expense  of  holding  such  meetings  in 
1915.  The  appraisers  paid  their  expenses  last  year.  Some 
make  $100  a  year  and  some  $1,500  a  year.  That  they  should 
have  been  willing  to  pay  their  traveling  and  hotel  bills  in  order 
to  meet  and  consult  as  to  their  Vvork  I  consider  exceptional. 


TAX  PEOBLEMS  IN  CALIFORNIA  109 

The  greatest  difficulty  we  have  found  is  with  family  cor- 
porations and  the  transfer  of  property  in  contemplation  of 
death.  Eventually  I  think  we  will  solve  these  problems  in 
pretty  good  shape.  I  have  certain  amendments  to  ask  from  the 
next  legislature  and  I  think  I  will  get  them. 

While  I  think  that  we  will  probably  run  three  millions  this 
year,  the  inheritance  tax  is  a  mighty  uncertain  thing,  depend- 
ing upon  the  estates  that  come  into  our  hands.  Now  we  are 
averaging  between  two  and  three  millions  of  dollars,  which  is 
a  big  help  to  the  state,  but  in  estimating  this  revenue  for  our 
budget  report,  we  always  are  conservative.  It  might  drop  any 
year  to  a  million. 

Chairman  Mitchell :  We  shall  be  glad  to  hear  at  this  time 
from  Mr.  Bennion,  secretary  and  member  of  the  board  of 
equalization  of  Utah. 


ADMINISTRATIVE    PROBLEMS,    WORK    OF    STATE 

COMMISSIONS  AND  STATE  TAX  ASSOCIATIONS 

IN  UTAH 

Harden  Bennion 

Secretary  and  Member  of  Board  of  Equalization,  Salt  Lake  City,  Utah 

Mr.  Chairman,  Ladies  and  Gentleman:  Following  the 
scriptural  prediction  that  the  first  should  be  last  and  the  last 
should  be  first,  I  have  to  say  that  we  have  no  state  tax  associa- 
tion in  Utah.  Goodness  knows  we  need  one  there  to  take  charge 
of  and  direct  the  growing  demand  for  tax  reform,  now  grow- 
ing louder  and  more  insistent  every  day.  Public  opinion  is 
moulded  and  framed,  and  maintained,  largely  upon  a  choice 
of  alternatives,  and  only  when  the  advocates  of  sound  and 
reasonable  tax  reform  are  active  and  vigilant  in  organized 
effort  can  there  be  prevented  the  spread  and  propagation  of 
unsound  and  unreasonable  views  and  propaganda. 

Neither  have  we  a  tax  commission  in  Utah,  although  with 
the  close  of  the  last  session  of  the  legislature  we  buried  one, 
of  which  I  had  the  honor  to  be  chairman,  knowoi  under  the 
high  sounding  cognomen  "The  Board  of  Commissioners  on 
Revenue  and  Taxation."  It  died  quite  young,  poor  thing, 
even  before  it  had  seen  its  first  birthday,  "unwept,  unhon- 
ored  and  unsung,"  its  proposed  amendments  and  contribu- 
tions to  the  tax  system  of  our  state  consigned  to  the  waste 
basket  by  the  solons  of  the  legislature. 

Seriously  and  in  brief,  the  commission  had  its  origin  in  the 
annual  message  of  Governor  Spry  to  the  legislature  of  1911 
in  the  course  of  which  he  urged  upon  that  body  the  necessity 
of  reform  in  our  antiquated  tax  system.  The  legislature,  feel- 
ing itself  inadequate  to  deal  with  the  subject,  passed  a  law 
providing  for  the  appointment  of  the  commission  by  the  gov- 
ernor and  requiring  that  it  make  an  investigation  of  the  laws 
of  the  various  states  on  the  subject  of  taxation  and  report  its 
findings  and  recommendations  to  the  next  session  of  the  legis- 
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lature,  and  including  such  recommendations  in  a  bill  pre- 
pared for  enactment  into  law.  However,  prior  to  the  passage 
of  the  law  creating  the  commission  the  state  board  of  equaliza- 
tion had  prepared,  and  by  active  efforts  of  the  members  of  the 
board  had  secured  the  adoption  by  this  same  legislature,  of 
four  proposals,  important  ones,  for  the  amendment  of  the 
state  constitution  in  its  article  on  the  subject  of  taxation.  The 
first  of  these  provided  for  the  classification  of  property  and 
the  application  thereto  of  differentiating  rates,  the  second 
permitted,  under  legislative  enactment,  the  exemption  of  prop- 
erty other  than  that  specified  in  the  constitution  (looking  to 
the  possible  exemption  of  moneys  and  credits  and  the  adoption 
of  an  income  tax),  the  third  allowed  the  legislature  to  make, 
in  effect  although  not  in  name,  the  state  board  of  equalization 
a  state  tax  commission,  and  the  fourth  was  intended  to  cor- 
rect our  present  very  inequitable  taxation  of  mining  prop- 
erty. Hence,  when  the  commission  on  revenue  and  taxation 
was  appointed  these  proposed  amendments  had  been  adopted 
by  the  legislature  and  were  in  the  hands  of  the  people  for  their 
ratification,  although  the  election  thereon  could  not  be  held 
and  the  result  known  until  after  the  November  election  just 
preceding  the  convening  of  the  legislature  to  which  the  com- 
mission was  to  report.  The  commission,  therefore,  was  very 
much  handicapped  in  its  work,  but  it  made  all  investigation 
possible  in  the  brief  time  at  its  command,  published  a  prelim- 
inary report  urging  the  adoption  of  the  proposed  constitu- 
tional amendments  at  the  ensuing  election,  and  submitted  to 
the  legislature  its  final  report  proposing,  as  required  by  the 
law  creating  it,  a  bill  revising  and  amending  in  many  particu- 
lars, the  tax  system  of  the  state. 

Awaiting  the  result  of  the  election  on  the  proposed  consti- 
tutional amendments,  the  commission  had  only  the  brief  time 
from  election  day  in  November  until  the  first  of  January  in 
which  to  put  its  report  into  shape.  This  fact,  with  other  diffi- 
culties that  need  not  be  discussed  here,  prevented  the  printed 
bills  from  getting  into  the  hands  of  the  legislators  until  near 
the  end  of  the  session.  By  this  time  sectional  and  personal 
interests  were  paramount,  the  bills  were  voluminous  and  not 
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understood  by  the  members,  and  the  whole  matter  failed  of 
passage.  The  commission  by  operation  of  law  became  defunct, 
and  although  the  report  and  recommendations  made  seem  now 
to  stand  in  much  more  favor  than  while  they  were  before  the 
legislature,  and  are  quoted  and  commended  as  something  of 
worth  and  merit,  yet  nothing  further  has  been  done  in  our 
state  in  the  way  of  tax  reform. 

Administrative  problems  in  Utah,  then,  are  the  old,  old, 
problems  that  have  been  so  often  and  so  well  discussed  before 
this  association  that  what  I  might  say  would  add  but  little  if 
anything  to  the  volume  of  literature  covering  that  subject.  Its 
characteristics  of  assessment  of  property  at  a  fraction  of  its 
value,  and  not  even  that  fraction  kno\vn  and  understood,  or 
the  same  in  any  two  counties,  or  handed  down  by  one  assessor 
to  his  successor  in  office,  intangible  personal  property  almost 
entirely  unassessed  and  even  much  tangible  personal  prop- 
erty not  listed  and  assessed  at  more  than  a  fraction  of  the 
number  or  value,  mining  property  of  great  value  assessed  at 
five  dollars  per  acre,  the  price  paid  to  the  government  therefor 
a^  provided  by  our  state  constitution,  while  other  property 
of  much  less  value  is  assessed  at  ten  or  twenty  times  that 
figure— all  these  things  make  up  the  story  of  taxation  in  Utah, 
not,  in  my  judgment  because  of  the  culpability  of  the  tax  offi- 
cials, all  of  whom,  so  far  as  I  have  come  into  contact  with  them, 
are  very  desirous  of  doing  their  full  duty,  but  yet  naturally 
zealous  in  their  wish  that  their  own  constituents  shall  not 
bear  a  larger  share  of  the  public  burden  than  do  the  constitu- 
ents of  some  other  assessor;  but  very  largely  because  of  the 
fact  that  our  taxation  system  has  not  grown  and  advanced 
with  the  changing  conditions  of  modem  times. 

It  is  true  that  the  state  board  of  equalization  has  power  to 
raise  all  the  property  in  any  county,  or  any  class  (as  classi- 
fied by  statute  into  eighteen  classes)  of  property  in  any 
county,  or  likewise  to  lower  same,  and  therein  was  supposed 
to  be  the  acme  of  the  power  of  equalization ;  but  experienced 
officials  know  that  therein  is  one  of  the  great  problems  of  ad- 
ministration :  that  the  assessment  roll  as  it  comes  to  the  board 
is  very  unequal  and  unjust  in  very  many  of  its  assessments, 
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and  of  course,  the  board  having  no  power  over  the  individ- 
ual assessment,  but  only  the  power  to  order  a  straight  or  flat 
percentage  of  increase  or  decrease,  can  only  aggravate  and 
accentuate  any  differences  that  may  exist  in  said  roll,  hence 
must  necessarily  be  very  loath  to  make  any  such  order. 

Again,  the  making  of  such  an  order  means  the  entire  re- 
vision of  the  county  assessment  roll,  often  a  matter  requiring 
more  time  and  expense  than  is  justified  by  the  benefits  arising 
from  such  change,  and  the  board  therefore  allows  the  question 
of  expediency  to  override  its  sense  of  justice  and  equity. 

We  elect  our  assessors  in  Utah  for  two  years  only,  and  there 
is  an  unwritten  law  to  the  effect  that  two  terms  of  office  are 
all  that  any  one  man  is  entitled  to,  hence  there  is  a  constantly 
changing  personnel  of  the  officials  who  perform  this  impor- 
tant work,  many  of  whom  are  not  chosen  because  of  their  fit- 
ness for  the  office,  or  their  ability  to  fill  the  position,  but 
rather  because  of  their  ability  as  vote  getters,  or  to  satisfy 
some  interest  or  section  of  the  county  by  way  of  representa- 
tion on  the  county  ticket.  These  considerations  have  brought 
us  to  the  conclusion  that  the  assessment  of  property  is  a  state 
function,  and  that  assessors  should  be  appointed  and  that 
their  term  of  office  should  depend  not  upon  political  exigency, 
but  upon  the  fidelity  and  ability  with  which  they  shall  dis- 
charge the  duties  of  the  office. 

We  believe  that  the  time  is  ripe  and  that  sentiment  in  our 
state  is  fast  reaching  a  condition  where  it  will  demand  the 
reforms  that  many  otlier  states  have  already  put  into  effect. 
We  congratulate  those  of  you  who  have  done  so,  we  sympa- 
thize with  those  who  have  not  and  say  to  you  that  your  prob- 
lems are  ours,  and  to  you  all  that  we  are  watching  and  wait- 
ing, proposing  to  profit  by  your  experiences  and  efforts,  and 
hoping  soon  to  join  you  in  the  advancing  march  of  progress. 

In  conclusion  let  me  say  that  public  sentiment  in  Utah  is 
being  aroused  to  the  necessity  of  tax  reform.  The  governor 
has  presented  several  strong  messages  to  the  legislature  and 
public  sentiment  is  rapidly  being  formed  in  favor  of  tax  re- 
form, although  we  have  done  little  yet  in  the  matter  of  a  tax 
association  for  our  state.     Only  today  the  initial  steps  were 
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taken  by  our  delegation  here,  ten  strong,  for  the  formation 
of  an  association  in  Utah  and  we  expect  to  go  to  work  in  dead 
earnest,  to  secure  the  organization  of  such  an  association  and 
to  put  it  into  effective  operation,     (applause.) 

Chairman  Mitchell:     Mr.  Ramstedt  of  Idaho  will  now  ad- 
dress you. 


PROBLEMS  IN  IDAHO 
A.  P.  Ramstedt 

Chairman  Public  Utilities  and  Tax  Commission,  Boise,  Idaho 

Gentlemen :  The  Idaho  Tax  Commission  was  created  by 
an  act  of  the  1913  session  of  the  Idaho  legislature.  The  mem- 
bers of  the  public  utilities  commission  were  by  statute  made 
ex-officio  tax  commissioners,  and  the  commission  was  organ- 
ized and  entered  upon  the  discharge  of  its  duties  May  13,  1913. 
The  work  of  the  commission  since  its  organization  has  been 
one  continuous  struggle,  and  in  the  course  of  my  recital  of 
the  things  we  have  accomplished  I  want  to  briefly  mention 
some  of  the  difficulties  we  have  encountered. 

AVe  realized  at  the  outset  that  the  tax  situation  in  Idaho  was 
bad ;  that  things  had  been  going  from  bad  to  worse  until  we 
reached  the  stage  where  our  plain  statute  was  intentionally 
being  disregarded  by  taxing  officers  and  where  the  tax  laws 
were  so  commonly  and  flagrantly  being  violated  as  to  result 
in  a  demoralization  of  our  entire  revenue  system. 

The  act  creating  the  commission  provides  that  the  commis- 
sion shall  supervise  the  administration  of  all  laws  relating  to 
the  assessment  of  property  and  the  levy,  collection,  appor- 
tionment and  distribution  of  the  taxes,  and  shall  exercise 
power  and  authority  to  enforce  such  laws,  and  in  so  doing 
shall  oversee  all  boards  of  assessment,  boards  of  equalization 
and  all  officers  upon  whom  any  duties  devolve  under  the  rev- 
enue laws  of  the  state,  and  require  all  such  boards  and  officers 
to  perform  the  duties  imposed  upon  them  by  such  laws. 

The  legislature  which  created  the  commission  at  the  same 
time  enacted  a  new  general  revenue  law,  which  I  believe  is 
the  best  general  law,  excepting  some  provisions  of  minor  im- 
portance, which  could  have  been  enacted  under  our  constitu- 
tion, and  in  the  belief  that  we  had  the  authority  to  enforce 
that  law  we  went  to  work  in  earnest  and  with  confidence. 

115 


116  NATIONAL  TAX  ASSOCIATION 

We  sent  our  examiners  into  the  field  to  advise  and  confer- 
with  the  county  assessors  and  to  examine  the  system  in  use  in 
each  county ;  also  to  gather  data  as  to  the  assessment  of  prop- 
erty generally  and  to  investigate  individual  assessments  in  each 
county.  We  found  the  county  taxing  officers  generally  anxious 
and  willing  to  comply  with  our  orders,  which  resulted  in  a 
great  amount  of  property  being  listed  for  assessment  for  the 
first  time.  Our  order  requiring  assessors  to  adopt  the  plat 
book  provided  for  by  the  new  revenue  act  resulted  in  the 
assessment  of  thousands  of  acres  of  land  which  heretofore  had 
escaped  assessment.  When  the  abstracts  of  the  real  property 
assessment  rolls  were  received  and  the  assessments  were  passed 
to  the  state  board  of  equalization  for  final  equalization,  we 
found  twenty-one  out  of  the  thirty-one  counties  standing  in  line, 
and  with  two  or  three  exceptions  we  recommended  no  material 
change  in  such  assessments.  The  returns  were  fully  up  to 
our  expectations,  but  here  is  where  the  real  trouble  began. 

Prior  to  this  time  the  commission  had,  after  a  hearing  and 
by  order,  directed  the  board  of  county  commissioners  of  Ban- 
nock County,  sitting  as  a  county  board  of  equalization,  to  re- 
duce the  assessed  valuation  of  certain  property  in  Pocatello, 
with  which  order  the  county  board  refused  to  comply.  In  this 
hearing  the  question  arose  as  to  the  commission's  authority  to 
order  the  county  board  to  change  an  assessment  after  it  had 
exercised  its  discretion  in  the  premises.  I  think  that  after 
the  submission  of  all  the  evidence  in  the  case  there  was  no 
question  but  that  the  commission's  order  was  just,  that  is, 
that  the  property  in  question  had  been  over-assessed  and 
should  have  been  reduced,  but  in  order  to  have  the  matter 
tested  out  it  was  agreed  that  the  commission  apply  to  the  state 
supreme  court  for  a  writ  of  mandate  to  compel  the  county 
board  to  comply  with  tlie  commission's  order  and  to  have  the 
question  of  the  commission's  authority  determined  by  the 
court.  Had  the  court  found  for  the  commission,  our  super- 
visory powers  would  have  extended  to  the  county  board  of 
equalization  as  well  as  to  the  state  board  of  equalization,  both 
being  constitutional  boards.  Some  of  the  members  of  the  state 
board  of  equalization  took  a  decided  interest  in  the  matter  and 
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the  state's  attorney  general  appeared  against  the  connnission 
in  the  ease.  The  oiiteonie  of  it  all  was  that  the  writ  was  denied 
and  the  commission  seriously  crippled. 

The  case  was  not  decided  until  late  in  the  year  and  until 
after  the  meeting  of  the  state  board  of  equalization.  The 
conunission  made  its  recommendations  to  the  state  board  in 
annual  session  as  to  the  equalization  of  property  throughout 
the  state  based  upon  its  investigations  and  compiled  data. 
Representatives  from  nearly  every  county  in  the  state  were 
present  throughout  the  session  as  usual  and  counties  demand- 
ing that  their  assessment  be  reduced  or  be  allowed  to  stand 
as  reported,  on  penalty  of  the  members  of  the  state  board  be- 
ing put  out  of  business,  were  as  conspicuous  as  in  the  days 
gone  by.  I  think  it  is  safe  to  say  that  one  county  alone  was 
represented  by  at  least  thirty  prominent  citizens  (every  one,  if 
I  am  not  mistaken,  of  the  same  political  faith  as  the  state 
board)  present  to  combat  and  tear  down  the  recommendations 
of  the  commission  as  far  as  that  county  w^as  concerned.  The 
result  was  that  our  recommendations  were  ignored  and  the 
equalization  was  a  sad  disappointment  to  the  commission  as 
well  as  to  a  great  many  of  the  county  assessors. 

On  account  of  the  short  period  of  time  between  the  organ- 
ization of  the  commission  and  the  meeting  of  the  state  board 
of  equalization,  as  well  as  the  small  appropriation  made  by  the 
legislature  for  the  maintenance  of  the  commission,  viz.,  twenty 
thousand  dollars  for  the  two  years,  1913  and  1914,  we  were 
unable  to  gather  sufficient  data  on  which  to  base  recommenda- 
tions as  to  the  assessment  of  railroad,  telegraph,  telephone  and 
electric  current  transmission  properties,  which  under  the  pro- 
visions of  law  are  to  be  assessed  exclusively  by  the  state  board 
of  equalization.  Upon  the  adjournment  of  the  session  of  the 
state  board,  however,  the  conmiission  undertook  an  investiga- 
tion of  the  assessment  of  this  class  of  property,  and  prior  to  the 
time  fixed  by  law  when  taxes  may  be  paid,  requested  the  state 
board  of  equalization  to  reconvene  for  the  purpose  of  receiv- 
ing our  report  and  recommendation  as  to  the  assessment  of 
certain  of  such  property.  The  state  board  reconvened  and 
adopted  our  recommendations  and  thereby  increased  the  as- 
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sessment  several  million  dollars  on  account  of  the  new  assess- 
ment of  this  property,  most  of  which  had  escaped  assessment. 
During  the  year  1913  we  directed  some  attention  to  the 
enforcement  of  the  law  requiring  the  assessors  to  collect  taxes 
on  unsecured  personal  property  at  the  time  of  assessment. 
This  provision  of  the  law  had  been  disregarded  in  the  past  to 
such  an  extent  that  apparently  no  efforts  were  being  made  to 
collect  the  tax.  The  showing  made  during  the  year  1913  as 
regards  the  collection  of  these  taxes  was  very  gratifying  in- 
deed, and  in  some  counties  remarkable  showings  were  made. 

On  account  of  the  increase  in  taxes  from  year  to  year  the 
people  generally  throughout  the  state  were  complaining  and 
groaning  under  the  burden.  They  apparently  did  not  know 
for  what  purposes  these  enormous  taxes  were  levied  and  could 
not  fix  the  responsibility  therefor.  No  statements  or  reports 
had  ever  been  issued  showing  the  public  indebtedness  and  as 
the  laws  do  not  require  the  registration  of  all  bonds  at  one 
particular  office,  the  people  had  no  idea  what  it  amounted  to. 
Neither  had  the  people  generally  any  idea  as  to  the  total 
amount  of  taxes  levied  in  the  state,  the  revenue  from  sources 
other  than  property  taxes,  or  the  cost  of  government  in  all  its 
branches,  state,  county,  city,  village,  school  district  and  road 
district.  In  February  of  this  year  the  commission  in  compli- 
ance with  a  request  from  the  governor  made  a  special  report 
giving  for  the  first  time  in  the  history  of  the  state  all  of  the 
information  above  mentioned,  and  which  is  so  necessary  to 
have  in  order  that  the  people  may  intelligently  pass  upon  the 
matters  submitted  to  them  for  determination.  This  report 
has  been  printed  in  pamphlet  form  and  circulated  through- 
out the  state.  It  has  had  a  good  effect  and  I  believe  has  been 
generally  appreciated.  It  certainly  has  silenced  a  lot  of  cheap 
politicians  who  were  quick  to  take  advantage  of  the  situation 
to  play  politics. 

Early  in  the  present  year  we  undertook  to  investigate  the 
operation  of  our  present  transfer  or  inheritance  tax  law.  We 
found  that  only  in  eleven  counties  had  any  such  tax  been 
collected.     In  a  majority  of  the  counties  the  law  was  a  dead 
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letter  and  very  little  if  any  attention  given  to  the  matter  and 
apparently  no  effort  made  to  collect  such  taxes. 

In  Idaho  all  transfer  taxes  go  to  the  state.  The  county 
officers  are  charged  with  the  collection  of  the  tax,  but  the 
county  receives  no  direct  benefit  therefrom,  and  no  provisions 
having  been  made  prior  to  the  creation  of  the  tax  commission 
for  the  supervision  of  the  county  officers  upon  whom  the  duty 
of  collecting  this  tax  devolves,  the  state  has  lost  hundreds  of 
thousands  of  dollars  on  account  of  lack  of  enforcement  of  the 
plain  provisions  of  the  law  as  well  as  on  account  of  an  apparent 
misunderstanding  as  regards  the  right  of  the  state  to  collect 
a  tax  in  case  of  the  transfer  of  property  located  in  this  state 
from  a  nonresident  decedent.  We  have  succeeded  in  enforcing 
the  collection  of  a  considerable  amount  of  transfer  taxes  and 
are  now,  with  the  assistance  of  the  state  attorney  general,  pre- 
paring to  commence  actions  for  the  collection  of  such  taxes 
amounting  to  an  enormous  sum. 

The  present  inheritance  tax  law  in  our  state  is,  as  I  under- 
stand it,  a  copy  of  the  old  California  law  in  force  prior  to  the 
enactment  of  the  present  inheritance  tax  law  of  that  state; 
and  it  is  a  serious  question  whether  we  can  under  that  law 
collect  taxes  in  certain  cases  where  we  feel  that  we  are  entitled 
thereto,  particularly  in  the  case  of  a  transfer  of  shares  of  stock 
in  a  foreign  corporation  owned  by  a  nonresident  decedent, 
such  corporation  owning  property  in  our  state. 

We  hope  to  have  these  questionable  cases  determined  by 
the  courts  if  possible  prior  to  the  next  session  of  the  legis- 
lature so  that  we  may  have  the  law  strenghtened  where  neces- 
sary and  certain  undesirable  portions  of  the  present  law 
eliminated. 

The  most  serious  difficulty  confronting  the  commission  is 
the  lack  of  full  supervisory  power,  particularly  as  regards 
the  state  board  of  equalization.  I  feel  that  either  the  state 
board  of  equalization  or  the  tax  commission  must  go. 
Our  constitution  provides  that  there  shall  be  a  state  board  of 
equalization  whose  duties  shall  be  prescribed  by  law,  and  our 
supreme  court  has  held  that  under  this  provision  of  our  con- 
stitution we  can  only  recommend  certain  action  to  the  state 
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board,  notwithstanding  the  plain  provisions  of  law  making  it 
the  duty  of  the  commission  to  supervise  the  administration  of 
all  tax  laws  and  to  oversee  all  boards  and  taxing  officers.  The 
court's  ruling  applies  with  equal  force  as  regards  all  consti- 
tutional boards  and  constitutional  officers.  While  the  decision 
of  our  supreme  court  is  in  direct  conflict  with  the  decisions 
and  views  of  the  courts  of  some  otlier  states  having  similar 
constitutions  and  statutes,  I  do  not  want  to  be  understood  as 
criticising  our  court.  After  fully  considering  the  matter  I 
am  not  surprised  that  a  court  of  conservative  leaning  should 
adopt  the  views  adopted  by  our  court.  There  appears,  how- 
ever, to  be  ample  precedent  for  adopting  either  view,  and  the 
court  having  adopted  the  view  it  has,  we  must  now  be  patient 
until  we  can  secure  a  constitutional  amendment  permitting 
the  legislature  to  enact  a  law  conferring  full  supervisory 
powers  on  the  commission. 

Chairman  Mitchell :  Professor  Chandler  of  the  University 
of  Arizona  has  kindly  consented  to  read  Commissioner  Zand- 
er's paper  on  Problems  and  Progress  in  Arizona.  Professor 
Chandler : 


PROBLEMS  AND  PROGRESS  IN  ARIZONA 

C.    j\I.    Z.VNDER 
Chairman  Arizona  Tax  Commission,  Phoenix,  Arizona 

Mr.  Chairman  and  Gentlemen  of  the  Conference :  In 
Arizona's  last  report  to  you,  the  story  was  told  of  how  Ari- 
zona went  on  a  full  cash  valuation.  How  the  farms  became 
desert  wastes ;  how  stocks  of  merchandise  spoiled  on  the  shelves ; 
how  the  crown  sheets  all  blew  out  of  the  railway  locomotives; 
how  the  telephone  and  telegraph  wires  all  corroded  and  fell 
from  the  poles;  how  tlie  bulls  roared  from  mountain  top  to 
mountain  top ;  how  the  bucks  became  old  and  senile ;  how  the 
mines  rumbled  in  the  bowels  of  the  earth ;  how  the  tall  timber 
sighed  as  it  swayed  to  the  seismic  disturbances  of  volcanoes 
that  geologists  had  taught  were  long  extinct. 

Gentlemen,  the  great  upheaval  in  Arizona  has  subsided. 
Verily,  the  lion  and  the  lamb  have  lain  down  together  in  green 
pastures.  They  have  both  made  up  their  minds  to  make  a 
splendid  state  out  of  those  pastures. 

Briefly  told,  Arizona's  assessment  for  this  year  was  made 
as  follows : 

Telephone  and  telegraph  lines  were  assessed  by  using  earn- 
ings, net  and  gross  and  physical  value  as  factors.  The  assess- 
ment of  the  Western  Union  Telegraph  Company  is  distributed 
on  a  basis  of  sixty-eight  dollars  per  wire  mile  whether  that  mile 
is  owned  w^holly  or  in  part  or  is  leased.  The  assessment  of  the 
Mountain  States  Telephone  and  Telegraph  Company  is  dis- 
tributed on  a  basis  of  sixty-seven  dollars  per  wire  mile. 

These  companies  complained.  Not  that  they  were  assessed 
for  more  than  they  were  worth  but  that  they  were  assessed 
higher  than  other  property.     The  total  raise  was  very  slight. 

The  valuation  found  for  railroads  was  based  on  the  earning 
power,  and  the  figures  thus  found  were  modified  by  physical 
property,  stocks  and  bonds  and  in  the  ease  of  the  main  lines 
of  the  Santa  Fe  and  Southern  Pacific,  were  further  modified 
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by  Arizona's  lack  of  terminals  and  contributed  earnings.  The 
main  lines  of  the  Santa  Fe  and  Southern  Pacific  are  assessed 
at  sixty-four  thousand  dollars  per  mile.  In  Arizona  nearly 
all  subsidiary  lines  are  grouped  and  earnings  shown  for  the 
group.  The  value  of  the  whole  group  was  found  by  methods 
similar  to  those  used  for  the  main  lines.  This  value  was  dis- 
tributed over  the  several  lines,  composing  the  group,  accord- 
ing to  apparent  earnings  and  physical  condition.  The  raise 
on  this  class  of  property  was  six  million.  No  serious  complaints 
were  received  from  the  companies. 

Producing  mines  were  assessed  under  the  special  law  at 
four  times  the  net  plus  one  eighth  the  gross  plus  the  value  of 
their  improvements.  An  assessment  based  on  the  returns  of 
these  companies  to  the  tax  commission,  this  year,  would  have 
resulted  in  a  reduction  of  twenty  millions  from  last  year.  The 
commission  made  a  close  examination  of  the  accounts  of  every 
company.  The  companies  readily  and  cheerfully  furnished 
all  the  detail  sought  by  the  commission  but  strenuously  and 
persistently  objected  to  the  commission's  treatment  of  ex- 
ploration and  development  work,  new  construction,  additions 
and  betterments  and  general  over-haul  repairs.  As  a  result 
of  the  examination  the  commission  added  a  valuation  of  eight- 
een million  to  that  shown  by  the  returns  of  the  companies. 
The  mine  law  expires  this  year  and  the  commission  took  the 
position  that  expenditures  that  would  benefit  several  years' 
production  should  not  be  deducted  from  one  year's  earnings. 
The  total  valuation  of  all  mining  property  is  six  million  dol- 
lars more  than  that  61  last  year. 

Private  car  lines  are  not  yet  assessed  but  the  assessment  will 
be  based  on  the  number  of  cars  in  the  state  for  one  year  and 
the  intangible  values  of  the  cars,  if  any,  based  on  the  earnings 
of  the  company  operating  them.  The  assessment,  last  year,  was 
$1,180,000. 

All  of  the  above  classes  of  property  are  assessed  by  the  tax 
commission.  All  other  classes  of  property  are  assessed  by  the 
county  assessors  under  the  supervision  of  the  commission. 

Town  and  city  lots  in  the  larger  cities,  this  year,  were 
assessed  under  the  Somers  System  of  valuation.     This  method 
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was  endorsed  by  two  conferences  of  taxing  officials  of  the  state 
as  a  method  that  would  allay  the  fears  of  one  city  that  the 
other  cities  were  not  being  assessed  properly.  The  Somers  ex- 
perts were  used  by  the  tax  commission  largely  for  the  reason 
that  a  local  force  could  not  be  organized  soon  enough  to  cover 
all  the  cities  desired  in  one  season.  No  city  wanted  any  method 
applied  unless  it  was  also  applied  to  all  the  rest  of  the  cities. 
The  system  gave  satisfaction  generally.  Fewer  complaints 
were  made  before  the  local  boards  of  equalization  than  ever 
before. 

This  class  of  property  was  raised  five  million  dollars. 

In  Arizona  public  service  corporations  are  under  the  regu- 
lation of  the  Corporation  Conunission.  As  fast  as  that  com- 
mission finds  the  value  upon  which  a  company  may  fix  its 
rates,  the  tax  commission  takes  the  same  value  for  assessing 
purposes.    There  has  been  no  objection  to  this  method. 

Under  the  new  law,  banks  are  assessed  at  the  full  cash  value 
of  the  shares  of  stock.  The  method  in  the  past  has  been  to 
assess  banks  at  the  amount  of  their  capital  stock,  surplus  and 
undivided  profits.  Some  of  the  assessors,  this  year,  used  the 
old  method,  some  found  a  value  below  the  total  of  the  above 
three  items,  some  found  the  market  value  higher  than  the  total 
of  the  three  items  and  some  found  a  still  higher  value  by  cap- 
italizing the  net.  The  tax  commission  equalized  these  assess- 
ments by  generally  adding  five  per  cent  of  the  capital  stock, 
surplus  and  undivided  profits  to  the  total  of  these  items,  where 
the  earnings  would  allow  it.  In  all  other  instances,  the 
sum  of  the  three  items  was  made  the  assessment.  This  ap- 
pears to  be  satisfactoiy.  The  total  assessment  amounts  to 
a  little  more  than  six  million  dollars.  This  action  was  taken 
by  the  commission  sitting  as  a  state  board  of  equalization. 

In  the  same  capacity,  the  commission  raised  sheep  from 
three  dollars  per  head  to  three  dollars  and  fifty  cents  per  head 
and  range  cattle  from  twenty-one  dollars  to  twenty-four  dol- 
lars per  head.  There  are  666,992  sheep  and  691,579  range 
cattle  in  Arizona.  The  raise  amounted  to  nearly  two  and  one- 
half  million  dollars.    No  complaint  has  been  heard. 
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The  number  of  sheep  on  the  range  is  found  by  the  count 
when  dipped  for  scabies.  The  number  of  cattle  is  found  by 
multiplying  the  steer  shipments  by  six.  The  shipping  records 
are  kept  by  the  inspectors  for  the  Live  Stock  Sanitary  Board. 
The  effectiveness  of  this  method  is  shown  as  follows :  In  1911, 
there  was  three  hundred  and  eighty-four  thousand  head  of 
range  cattle  assessed;  in  1912,  four  hundred  and  three  thou- 
sand ;  in  1913,  seven  hundred  and  thirteen  thousand ;  and  this 
year,  six  hundred  and  ninety-one  thousand  five  hundred  and 
seventy-nine.  The  falling  off  this  year  is  due  to  excessive 
shipments. 

All  range  cattle  are  not  alike.  The  difference  is  due  prin- 
cipally to  the  difference  in  ranges.  Dissatisfaction  with  a 
horizontal  valuation  is  becoming  more  manifest  every  year. 
The  commission  contemplates  classifying  the  ranges  and  also 
the  cattle. 

Involved  with  the  range  question  is  the  taxation  of  the  large 
bodies  of  old  Spanish  land  grants  and  railroad  land  grants. 
The  former  lay  in  compact  form  while  the  latter  lay  in  check- 
erboard position.  The  former  can  be  fenced  and  the  range 
conserved  while  the  latter  cannot  be  fenced  or  controlled  and 
for  this  reason  they  are  an  open  range.  The  valuation  of  the 
Spanish  grants,  nearly  all  of  which  are  in  the  southern  part 
of  the  state,  can  be  easily  approximated.  The  valuation  of 
the  more  than  four  million  acres  of  railroad  lands  in  the 
northern  part  of  the  state  is  a  most  difficult  matter  to  deter- 
mine. This  question  took  up  more  time  than  any  other  at  the 
inquisitorial  tax  conference  and  there  seemed  to  be  only  con- 
flicting opinion.  The  tax  commission  intends  to  classify  these 
lands  before  any  change  is  made. 

The  total  assessment  this  year  is  four  hundred  and  eight 
million  dollars  and  compares  Avith  three  hundred  and  seventy- 
seven  million  last  year.  The  state  tax  rate  is  forty-four  and 
one-half  cents  on  the  one  hundred  dollars'  valuation  and  com- 
pares with  forty-nine  and  one-half  cents  for  last  year.  This 
rate  is  made  up  as  follows :  for  educational  purposes,  twenty- 
four  and  one-half  cents;  for  state  roads,  six  and  one-tenth 
cents;  for  penal,  charitable,  reformatory  and  industrial  insti- 


PEOBLEMS  AND  PROGEESS  IN  ARIZONA  125 

tutions,  six  and  four-tenths  cents;  interest  and  redemption 
fund  of  state  debt,  one  and  four-tenths  cents;  general  fund, 
out  of  which  all  salaries  and  expenses  of  all  state  officers, 
boards,  employees  and  one-half  of  the  salaries  of  all  county- 
judges  are  paid,  six  and  one-tenth  cents,  making  the  total  of 
forty-four  and  one-half  cents. 

The  percentage  of  the  entire  tax  each  class  of  property  has 
paid  since  1911  is  as  follows: 

1911 

Lands  and  improvements 14.2 

Mines  and  machinery 19.3 

Town  and  city  lots  and  improvements 26.5 

Banks   

Live  stock 7.8 

Railroads   19.1 

Telephone  and  telegraph  property ^_ 

Water  works,  street  railways,  gas,  light 

and  power  and  ice  plants 

Merchandise 

All  other  property 13.1 

The  assessed  wealth  of  the  state  amounts  to  one  thousand 
six  hundred  and  thirty-two  dollars  per  capita.  The  debt  of 
the  state  amounts  to  three  dollars  ajid  sixty-five  cents  per 
capita.  The  taxes  for  the  state  amount  to  seven  dollars  and 
twenty-five  cents  per  capita. 

Mention  was  made  last  year  of  the  inquisitorial  tax  con- 
ference to  which  were  called,  by  the  commission,  all  the  county 
assessors,  boards  of  supervisors  and  clerks  of  the  boards  with 
the  county  tax  rolls.  All  others  interested  in  taxation  were 
also  invited.  The  grueling  direct  and  cross  examination  every 
one  is  compelled  to  undergo  in  defense  of  assessments  and 
methods  has  had  a  wonderful  effect.  This  year's  assessment 
has  conspicuously  demonstrated  it.  In  every  instance  where 
an  assessor's  weakness  was  found  last  year,  his  tax  rolls  this 
year  showed  that  he  had  made  good.  The  conference  was  re- 
peated this  year  with  great  satisfaction  to  all  attending. 

Public  sentiment  in  Arizona  does  not  demand  that  any  one 
class  of  property  be  assessed  higher  than  other  classes  of  prop- 
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erty  but  on  the  contrary,  it  demands  that  all  be  assessed  at 
the  full  value.  It  favors  as  few  specific  taxes  as  possible  and 
insists  that  any  method  necessary  be  used  to  find  the  full  value 
of  a  class  or  kind  and  after  the  value  is  found  that  one  rate  of 
taxation  be  applied.  Eventually,  the  wealth  of  the  state  will 
be  nearly  represented  by  the  total  valuation  shown  by  the  tax 
rolls.  Under  this  method  each  taxpayer  can  more  readily 
ascertain  whether  or  not  he  is  paying  more  than  his  neighbor 
or  his  own  class  is  paying  more  than  some  other  class.  To  him, 
next  in  importance  to  his  exact  tax  is  his  relative  tax.  These 
are  some  of  the  reasons  also  why  Arizona  sentiment  is  not  in 
favor  of  the  separation  of  state  and  local  revenues.  This  atti- 
tude of  Arizona  will  likely  give  way  at  any  time  to  allow  for 
a  state  income  tax.  There  are  no  constitutional  restrictions 
and  there  seems  to  be  no  opposition  among  people  but  it  might 
be  said  the  state  has  adopted  the  policy  of  watchful  waiting  on 
the  Wisconsin  trial. 

Organized  efforts  in  the  state  to  beat  taxes  are  not  any  long- 
er so  apparent  but  a  lively  interest  is  being  directed  towards 
the  reduction  of  the  cost  of  government.  Not  so  much  com- 
plaint is  heard  about  high  taxes  but  genuine  attention  is  be- 
ing given  by  organized  tax  payers  to  see  that  a  dollar's  worth 
of  improvements  or  service  is  returned  for  a  dollar  paid  in 
taxes. 


OPERATION  OF  NEW  CENTRALIZED  TAX  LAW  IN 

OHIO 

A.  B.  Peckinpaugh 

state  Tax  Commissioner,  Columbus,  Ohio 

Mr.  Chairman  and  Gentlemen:  The  transition  from  an 
antiquated  system  of  self  assessment  of  property  by  elective 
assessors,  without  adequate  supervision  or  equalization,  to  a 
highly  centralized  system  of  appointive  assessors,  under  the 
direct  supervision  of  a  State  Tax  Commission,  has  been  ac- 
complished in  Ohio  in  a  number  of  successive  steps,  as  fol- 
lows: 

1st.  After  a  number  of  honorary  commissions  had  con- 
demned the  old  system  in  the  most  scathing  terms  and  recom- 
mended radical  changes,  a  movement  was  started  in  1909,  just 
prior  to  the  quadrennial  assessment  of  real  estate  in  1910,  for 
full  value  assessments.  This  movement  was  given  strong  im- 
petus by  the  active  efforts  of  the  then  Governor  Judson  Har- 
mon. 

2nd.  In  order  to  bring  about  a  full  value  assessment  of 
the  property  of  railroads  and  other  public  utilities  and  to  pro- 
vide for  a  proper  equalization  of  the  values  of  real  estate,  in 
1910,  in  the  midst  of  the  quadrennial  assessment,  an  act  was 
passed  creating  a  State  Tax  Commission,  with  power  to  assess 
public  utilities  and  equalize  the  real  estate  values. 

3rd.  To  secure  a  reduction  in  tax  rates  in  proportion  to 
the  increase  in  the  tax  values,  a  tax  limitation  law  was  passed 
limiting  the  tax  rate  to  ten  mills,  exclusive  of  levies  for  sinking 
fund  and  interest,  and  the  amount  of  taxes  to  be  levied  on  the 
1911  tax  list  to  the  amount  levied  in  1910.  The  operation  of 
these  laws  increased  the  assessed  value  of  taxable  property  on 
the  tax  list  of  1911  over  that  of  1910  as  follows: 

127 


128 


NATIONAL  TAX  ASSOCIATION 


1910 

1911 

Increase 

Per  Cent 
Increase 

Real    Estate 

Public   Utilities 

All  Other   Property- 

$1,656,944,631 
261,425,100 
565,945,843 

$2,484,315,574 

.$4,273,439,712 

909,657,830 

1,018,206,046 

$6,201,303,588 

$2,616,495,081 
648,232,730 
452,260,203 

157.911% 
247.961 
79.912 

Total 

$3,716,988,014 

149.618% 

In  1913  the  change  from  1910  values  had  reached  the  fol- 
lowing : 


1910 

1913 

Increase 

Per  Cent 
Increase 

Real    Estate 

Public   Utilities 

All  Other  Property. 

$1,656,944,631 
261,425,100 
565,945.843 

$4,418,953,299 
1,058.231,780 
1,241,883,890 

$2,762,008,668 
796,806,680 
675,938,047 

166.692% 

304.794 

119.435 

Total 

$2  484  315  574 

$6,719,068,969 

$4,234,753,395 

170.460% 

4th.  While  there  had  been  a  considerable  increase  in  the 
value  of  property  other  than  real  estate  and  public  utilities, 
yet  it  was  noted  that  this  increase  did  not  keep  pace  with  these 
two  classes  of  property.  This  it  was  believed  was  due  to  the 
practical  self  assessment  of  all  personal  property  except  that 
of  public  utilities,  by  elected  assessors. 

5th.  To  the  end  that  property  other  than  real  estate  and 
public  utilities  should  be  assessed  as  nearly  as  possible  upon 
the  same  basis  as  these  classes,  an  act  was  passed  in  1913  pro- 
viding for  the  annual  assessment  of  all  property,  both  real 
and  personal,  by  appointive  assessors  under  the  direct  super- 
vision and  control  of  the  state  tax  commission.  The  law  pro- 
vides for  the  appointment  by  the  governor  of  a  district  assess- 
or in  each  county  having  a  population  of  less  than  sixty-five 
thousand  and  a  district  board  of  assessors,  consisting  of  two 
members  of  opposite  politics,  in  each  other  county.  Each 
district  assessor  or  board  is  empowered  to  appoint  such  num- 
ber of  deputy  assessors,  assistants  and  clerks  as  may  be  fixed 
by  the  tax  commission.  All  compensation  must  be  approved 
by  the  tax  commission.  The  act  provides  for  the  appointment 
by  the  tax  commission  of  a  district  board  of  complaints  in  each 
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county,  consisting  of  three  members,  not  more  than  two  of 
whom  shall  be  from  the  same  political  party,  with  power  lim- 
ited to  the  consideration  of  only  such  values  as  are  complained 
of.  Appeal  from  the  findings  of  the  board  to  the  tax  commis- 
sion may  be  taken  by  any  interested  party. 

The  work  of  reappraising  property  under  this  system  was 
begun  in  February,  1914,  and  has  been  completed.  Although 
exact  figures  are  not  available  at  this  writing,  the  following  is 
a  very  close  estimate  of  the  result  based  upon  actual  figures 
from  all  but  two  or  three  counties,  comparison  being  made 
with  values  of  1913  : 


1913 

1914 

Increase 

Per  Cent 
Increase 

Iteal    Estate 

Public   Utilities 

All  Other  Troperty- 

$4,418,953,299 
1,058,231,780 
1,241,883,890 

$4,606,000,000 
1,103,000,000 
1,905,000,000 

$187,046,701 
44,768,220 
663,116,110 

4.233% 
4.230 
53.396 

Total     _ 

$6,719,068,969 

$7,614,000,000 

$894,931,031 

13.319% 

The  increase  in  1913  over  1912  under  elective  assessors  was 
as  follows: 


1912 

1913 

Increase 

Per  Cent 
Increase 

Real    P^state 

Public   Utilities 

All  Other  Property- 

$4,335,665,521 

996,069,510 

1,149,324,127 

$4,418,953,299 
1,058,231,780 
1,241,883,890 

$  83,287,778 
62,162,270 
92,559,763 

1.92% 

6.24 

8.05 

Total 

$6,481,059,158 

$6,719,068,969 

$238,009,811 

3.67% 

The  effect  of  all  the  laws  above  referred  to  will  be  shown 
by  the  increase  in  1914  over  1910,  which  is  as  follows : 


1910 

1914 

Increase 

Per  Cent 
Increase 

Real    Estate 

Public   Utilities 

All  Other  Pi'operty_ 

$1,656,944,631 
261.425.100 
565,945.843 

$4,606,000,000 
1,103.000,000 
1,905.000,000 

$2,949,055,369 

841.574.900 

1.339,054,157 

177.982% 

321.917 

236.605 

Total 

$2,484,315,574 

$7,614,000,000 

$5,129,684,426 

206.482% 
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The  operation  of  the  new  law  will  be  more  clearly  shown 
by  the  following  table,  indicating  the  increase  over  1913  of 
the  three  classes  of  intangible  property  as  compared  to  other 
classes  (comparison  with  1910  can  not  be  given  as  reliable 
statistics  are  not  available)  : 


1913 

1914 

Increase 

Per  Cent 
Increase 

$    112,695,496 

154.890,223 

33,951,195 

4,418,953,299 

1,058.231,780 

940.346,976 

$    150,000,000 

225,000,000 

450,000,000 

4,606,000,000 

1,103,000,000 

1,080,000,000 

%  37,304,504 
70,109,777 
416,048,805 
178,046,701 
44,768,220 
139,653,024 

33.102% 

Credits         _  - 

45.264 

Stocks  and   Bonds — 

Real   Estate 

Public   Utilities 

All  Other  Property- 

1225.432 

4.232 

4.230 

14.851 

Total 

$6,719,068,969 

$7,614,000,000 

5894,931,031 

13.319% 

It  will  be  noted  that  the  per  cent  of  increase  in  the  value  of 
intangible  property  is  far  in  excess  of  that  of  other  classes 
and  clearly  indicates  the  increased  efficiency  of  appointive 
assessors  over  elective. 

It  has  also  been  demonstrated  that  the  operation  of  the 
new  law  with  its  increased  efficiency  ^dll  be  less  expensive 
than  the  old. 

There  were,  of  course,  many  difficulties  to  overcome  in  in- 
augurating a  system  involving  such  radical  changes,  and  under 
these  circumstances  the  result  of  the  first  year's  operation  is 
quite  satisfactory.  Future  years  will  no  doubt  produce  still 
better  results,  if  the  law  is  permitted  to  stand. 

Chairman  Mitchell :  This  ends  the  round  table  discussion. 
Mr.  F.  P.  Crandon,  tax  commissioner  of  the  Chicago  &  North- 
western Railway,  of  this  association  and  delegate  from  Illin- 
ois and  Northwestern  University,  will  now  take  the  chair  and 
preside  the  rest  of  the  afternoon.     Mr.  Crandon. 

Mr.  F.  P.  Crandon  of  Illinois  in  chair. 

Mr.  Crandon:  It  is  with  great  pleasure  that  I  have  an 
opportunity  to  tell  the  members  of  this  assciation  how  much 
I  have  enjoyed  the  meetings  that  we  have  had  before  and  how 
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thoroughly  I  have  been  entertained  and  instructed  by  the  pro- 
ceedings of  this  convention.  I  do  not  know  that  being  called 
to  the  chair,  and  I  appreciate  the  honor,  means  at  all  that  you 
expect  a  speech  from  me  and  I  therefore  will  proceed  to  the 
program.  I  take  great  pleasure  in  introducing  a  member  of 
the  convention  who  makes  his  first  appearance  among  us  at 
this,  the  Denver  meeting,  Mr.  S.  T.  Bledsoe,  of  Oklahoma. 


TAXATION  OF  EXPRESS  COMPANIES 

S.  T.  Bledsoe 

Counsel,  Wells-Fargo  &  Co.,  Oklahoma  City,  Oklahoma 

In  responding  to  the  invitation  to  address  this  association 
on  the  subject  of  "Taxation  of  Express  Companies,"  I  have 
assumed  that  it  is  the  desire  of  the  association  to  have  pre- 
sented a  brief  resume  of  the  various  methods  now  in  use  for 
the  assessment  of  express  companies  with  regard  to  their 
efficiency  and  effectiveness  in  establishing  a  just  distribution 
of  the  burdens  of  taxation  as  between  express  companies  and 
other  taxpayers. 

I  have  not  assumed  that  it  is  the  desire  of  this  association  to 
find  either  a  means  of  imposing  burdensome  taxes  upon  ex- 
press companies,  or  of  express  companies  evading  their  just 
share  of  the  burdens  of  taxation.  If  I  understand  the  pur- 
pose of  this  association,  it  is  to  find  an  eff'ective  and  just  means 
for  distributing  the  burdens  of  government,  imposed  in  the 
form  of  taxation,  upon  property  located  within  the  taxing 
jurisdiction  and  without  regard  to  ownership.  That  is  to  say, 
that  it  is  not  the  purpose  to  make  any  distinction  in  the  bur- 
dens of  taxation  based  upon  whether  the  owner  is  an  individ- 
ual, partnership,  or  corporation. 

Personally,  I  am  a  firm  believer  with  Mr.  Justice  Brewer 
(170  IT.  S.  301),  that,  in  the  matter  of  taxation,  "Equality 
in  right,  in  protection  and  in  burden  is  the  thought  which  has 
run  through  the  life  of  this  nation  and  its  constitutional  en- 
actments from  the  Declaration  of  Independence  to  the  pres- 
ent hour."  I  feel  certain  this  declaration  of  Mr.  Justice 
Brewer  Mill  challenge  the  earnest  consideration  and  active 
support  of  every  member  of  this  association. 

There  may  be  disagreements  as  to  what  constitutes  equality 
in  burden,  but  that  Justice  Brewer  states  the  ideal  rule  I  have 
no  doubt  all  will  agree.  The  correctness  of  the  further  decla- 
ration  made  by  Mr.   Justice  Brewer,   "Of  course,   absolute 
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equality  is  not  attainable,  and  the  fact  that  a  law,  whether 
tax  law  or  other,  works  inequality  in  its  actual  operation  does 
not  prove  its  unconstitutionality.  Merchants'  Bank  v.  Penn- 
sylvania, 167  U.  S.  461.  But  when  a  tax  law  directly,  neces- 
sarily and  intentionally  creates  an  inequality  of  burden,  it 
then  becomes  imperative  to  inquire  whether  this  inequality 
thus  intentionally  created  can  tind  any  constitutional  justifi- 
cation," will,  I  believe,  be  accepted  by  all,  notwithstanding 
it  is  found  in  a  dissenting  opinion. 

In  my  consideration  of  the  subject  assigned  me  I  expect  to 
measure  the  efficiency  and  justice  of  the  various  methods  of 
taxation  of  express  companies  by  the  standard  prescribed  by 
Justice  Brewer. 

Equality  in  burden  involves  equality  in  rate  of  levy  and 
equality  in  assessment.  A  departure  from  equality  in  the 
rate  of  levy  is  easily  observed  and,  therefore,  rare ;  a  departure 
from  equality  in  assessment  (valuation  for  the  purposes  of  tax- 
ation) is  much  more  difficult  to  discover  and  establish  and  is, 
therefore,  much  more  frequent  than  inequality  in  the  rate  of 
levy.  Inequality  as  a  result  of  assessment  is,  therefore,  much 
more  frequent,  and  attended  with  much  graver  wrongs,  than 
inequality  in  the  rate  of  levy. 

The  matter  of  taxation  of  properties  of  public  service  cor- 
porations has  been  the  subject  of  a  number  of  papers  read 
before  this  association  and  of  a  recent  committee  report. 
There  is,  therefore,  now  in  the  records  of  the  association,  much 
of  the  basic  law  relating  to  the  assessment  of  express  com- 
panies. The  phrase,  "taxation  of  express  companies,"  is  used 
in  a  broad  sense  in  contradistinction  to  the  taxation  of  the 
physical  property  of  express  companies.  As  here  used,  taxa- 
tion of  express  companies  includes  all  methods  of  imposing 
tax  burdens  upon  such  companies,  whether  upon  property, 
tangible  or  intangible,  upon  franchise  or  upon  the  occupation 
of  conducting  an  express  business. 

In  considering  the  various  methods  now  used  in  the  assess- 
ment of  express  companies,  I  have  not  undertaken  to  follow 
in  detail  the  statutory  provisions  of  the  several  states,  but 
have  contented  myself  with  a  general  classification  of  the  meth- 
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ods  in  more  common  use  in  assessing  and  taxing  those  com- 
panies. 

The  chief  methods  employed  in  the  assessment  and  taxation 
of  express  companies  in  the  several  states  may  be  described 
as  follows: 

1.  Assessment  by  local  assessors  (usually  a  county  assessor 
or  some  one  exercising  the  same  function)  of  the  local  prop- 
erty of  the  express  company,  and  the  subjecting  of  the  assessed 
value  thereof  to  local  and  state  taxation. 

2.  The  levy  of  a  receipts,  or  excise,  tax  in  connection  with, 
but  in  addition  to,  the  tax  described  in  the  preceding  para- 
graph. 

3.  The  assessment  of  all  express  company  property,  as  a 
going  concern,  upon  what  is  known  as  the  "unit  basis,"  and 
a  distribution  of  such  assessed  value  to  the  several  taxing  dis- 
tricts of  the  state,  usually  upon  a  mileage  basis,  and  the  sub- 
jecting of  such  assessed  value  to  state  and  local  taxation.  Such 
assessment  is  usually,  though  not  always,  made  by  a  state 
board. 

4.  The  imposition  of  what  is  frequently  termed  a  gross 
revenue,  or  gross  receipts,  tax  as  a  commutation  tax  in  lieu  of 
all  other  taxation,  such  tax  usually  being  levied  for  state  pur- 
poses and  paid  directly  into  the  state  treasury.  Occasionally 
there  is  a  modification  of  the  gross  receipts,  or  gross  revenue, 
tax,  by  the  inclusion  of  net  revenue  as  a  factor  and  sometimes 
a  commutation  value  is  fixed  upon  the  basis  of  dividends  paid. 

5.  An  occasional  excise,  privilege  or  franchise  tax,  levied 
independently  of,  or  in  connection  with,  the  taxes  described 
in  the  first  three  paragraphs  above. 

Probably  one-half  or  more  of  all  taxes  paid  by  all  express 
companies  in  the  United  States  is  upon  the  commutation  basis, 
using  the  gross  receipts  for  the  purpose  of  measuring  the  value 
of  the  property  within  the  state.  In  a  few  instances,  perhaps, 
real  estate  is,  under  this  method  of  taxation,  separately  as- 
sessed. The  rate  prescribed  is  frequently  an  arbitrary  one, 
but  more  often  is  fixed  with  some  reference  to  the  average  of 
state  and  local  rates  within  the  state  and  is  designed  to  pro- 
duce about  the  same  amount  of  revenue  as  the  application  of 
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the  local  and  state  rates  would  produce,  when  applied  to  an 
assessment  of  the  property  of  the  company  on  the  unit  basis. 

Of  the  several  methods  mentioned,  that  of  assessment  by 
local  assessors  is  least  efficient.  An  assessment  of  this  character 
is  made  upon  the  basis  of  the  value  of  the  local  property  owned 
by  the  express  company  within  the  taxing  district.  It  oper- 
ates to  value  such  property  as  segregated  items,  and  disregards 
the  tangible  or  going  concern  value  resulting  from  unity  of 
use,  and  thereby  frequently  fails  to  impose  upon  the  express 
company  its  just  share  of  the  burdens  of  taxation.  In  those 
rare  cases  where  local  boards  have  been  authorized  to  assess 
upon  the  unit  basis,  the  results  have  been  but  little  more  satis- 
factory. The  members  of  such  local  boards  are  not  generally 
sufficiently  well  informed  to  ascertain  and  fix,  with  any  degree 
of  accuracy,  the  value  of  the  property  of  an  express  company 
upon  such  basis.  The  unit  with  which  the  local  board  has  to 
deal  is  so  small,  the  whole  unit  so  large,  the  opportunity  of  the 
board  to  investigate  so  limited,  that  but  little  is  accomplished 
toward  a  fair  and  just  distribution  of  taxation  by  this  method 
of  assessment.  In  addition,  such  boards  are  frequently  in- 
fluenced by  local  conditions  and  are,  thereby,  impelled  to  im- 
pose a  larger  share  of  the  burdens  of  taxation  than  is  just  on 
corporations  and  public  service  companies  which  have  no  vote 
and  are,  therefore,  so  far  as  the  local  assessors  are  concerned, 
unable  to  effectively  protest  against  such  wrongful  action. 

Faults  of  this  character  are  not  altogether  confined  to  local 
boards.  They  permeate,  to  a  greater  or  lesser  extent,  all 
boards  elected  by  and  who  respond  directly  to  the  people. 
Not  infrequently  political  campaigns  are  conducted  upon  plat- 
forms declaring  the  purpose  of  the  candidate  to  be  to  enlarge 
the  burdens  of  taxation  of  public  service  companies  and  re- 
duce those  of  individuals,  without  regard  to  the  right  or  justice 
of  such  action.  Such  campaigns  operate  to  create  a  public 
sentiment  which  a  member  of  the  board,  or  a  board,  finds  im- 
possible to  combat  even  if,  after  the  election,  he  is  desirous  of 
conscientiously  discharging  his  duties  in  the  assessment  and 
equalization  of  all  property,  without  regard  to  the  ownership 
or  use  thereof. 
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Recurring  to  the  assessment  of  the  property  of  express  com- 
panies by  local  assessors,  it  may  be  said  that  experience  has 
shown  that  this  method  has  little  to  commend  and  much  to 
condemn  it.  Its  weakness,  injustice  and  inefficiency  are  be- 
coming better  understood,  with  the  result  that  it  is  being 
rapidly  superseded  by  more  efficient  systems. 

Gross  Receipts  Tax 

The  second  method  of  assessment  mentioned  is  to  impose, 
in  addition  to  the  burden  of  a  local  ad  valorem  tax,  a  gross 
receipts  tax,  apparently  designed  to  cover  the  value  arising 
from  the  unit  of  use  and  generally  referred  to  as  going  concern 
and  intangible  values.  Wherever  such  gross  receipts  tax  is  in 
addition  to  the  ad  valorem  tax,  and  is  levied  upon  the  receipts 
as  such,  it  must  be  limited  strictly  to  intrastate  receipts  and 
must  not,  in  any  manner,  encroach  upon  or  burden  interstate 
commerce.  Tlie  states  have  no  power  or  authority  whatever 
to  levy  a  gross  receipts  tax  upon  the  receipts  from  interstate 
transportation,  as  such.  Such  taxes,  when  levied  upon  inter- 
state receipts  as  such,  have  been  uniformly  held  to  be  an  unlaw- 
ful burdening  of  interstate  commerce  and  void. 

Meyer  vs.  Wells-Fargo  &  Co.,  223  U.  S.  298; 

Galveston,  Harrisburg  &  San  Antonio  Kailway  Co.  vs.  Texas,  210  U.  S. 

217; 
Western  Union  Tel.  Co.  vs.  Kansas,  216  U.  S.  1 ; 
Crandall  vs.  State  of  Nevada,  6  Wallace,  35; 
Reading  B.  R.  Co.  vs.  Pennsylvania,  15  Wallace,  232; 
Telegi-aph  Co.  vs.  Texas,  105  U.  S.  460 ; 
Pickard  vs.  Pullman  Southern  Car  Co.,  117  U.  S.  34; 
Fargo  vs.  Michigan,  121  U.  S.  230; 

Philadelphia  &  S.  Steamship  Co.  vs.  Pennsylvania,  122  U.  S.  326; 
Western  Union  Tel.  Co.  vs.  Alabama,  132  U.  S.  472. 

Many  other  states  might  be  referred  to,  but  the  above  are 
typical  and  fully  illustrate  the  rule.  Federal  eases  only  are 
presented  because  the  Supreme  Court  of  the  United  States  is 
the  final  arbiter  in  all  cases  involving  the  validity  of  a  tax 
which  is  challenged  as  being  a  burden  upon  interstate  com- 
merce. 
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The  Unit  Basis 

The  third  method  of  assessment  mentioned  is  what  is  known 
as  the  "Unit  Basis."  This  means  that,  for  the  purpose  of 
assessment  and  taxation,  the  entire  transportation  property 
of  an  express  company  be  valued  as  a  unit,  taking  into  con- 
sideration the  use  to  which  it  is  put  and  all  the  elements  mak- 
ing up  the  aggregate  value,  and  a  proportion  of  this  whole, 
fairly  and  properly  ascertained,  fixed  as  the  value  of  the  prop- 
erty of  such  company  in  the  state  subject  to  taxation.  The 
basis  of  this  rule,  however,  is  unity  in  the  transportation  serv- 
ice and  includes  only  the  property  used  in  such  service  and 
excludes  other  property  owned  by  the  company,  but  not  used 
in  the  transportation  service.  This  method  of  taxation  has 
been  directly  sustained  by  the  Supreme  Court  of  the  United 
States.  Adams  Express  Co.  vs.  Ohio,  165  U.  S.  194,  S.  C.  166, 
U.  S.  185;  Adams  Express  Co.  vs.  Kentucky,  166  U.  S.  171. 
Answering  the  contention  that  there  was  not  such  physical 
unity  of  express  property  used  in  the  transportation  of  express 
as  would  justify  taxation  upon  the  unit  basis,  Mr.  Chief  Justice 
Fuller,  speaking  for  the  Supreme  Court  of  the  United  States 
(165  U.  S.  194,  page  221),  said: 

"Doubtless  there  is  a  distinction  between  the  property  of  railroad 
and  telegraph  companies  and  that  of  express  companies.  The  physical 
unity  existing  in  the  former  is  lacking  in  the  latter ;  but  there  is  the  same 
unity  in  the  use  of  the  entire  property  for  the  specific  purpose,  and  there 
are  the  same  elements  of  value  arising  from  such  use. 

' '  The  cars  of  the  Pullman  Company  did  not  constitute  a  physical  unity, 
and  their  value  as  separate  cars  did  not  bear  a  direct  relation  to  the  valu- 
ation which  was  sustained  in  that  case.  The  cars  were  moved  by  rail- 
way carriers  under  contract,  and  the  taxation  of  the  corporation  in  Penn- 
sylvania was  sustained  on  the  theory  that  the  whole  property  of  the  com- 
pany might  be  regarded  as  a  unit  plant,  w^ith  a  unit  value,  a  proportion- 
ate part  of  which  value  might  be  reached  by  the  state  authorities  on  the 
basis  indicated. 

"No  more  reason  is  perceived  for  limiting  the  valuation  of  the  prop- 
erty of  express  companies  to  horses,  wagons  and  furniture,  than  that  of 
railroad,  telegraph  and  sleeping  car  companies,  to  roadbed,  rails  and  ties; 
poles  and  wires;  or  cars.  The  unit  is  a  unit  of  use  and  management,  and 
the  horses,  wagons,  safes,  pouches  and  furniture ;  the  contracts  for  trans- 
portation   facilities;    the    capital    necessary    to    carry    on    the   business, 
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whether  represented  in  tangible  or  intangible  property,  in  Ohio,  pos- 
sessed a  value  in  combination  and  from  use  in  connection  with  the  prop- 
erty and  capital  elsewhere,  which  could  as  rightfully  be  recognized  in  the 
assessment  for  taxation  in  the  instance  of  these  companies  as  the  others." 

A  more  desirable  basis  for  taxing  express  companies  has 
been  found  than  this  combination  method.  It  is  always  in 
the  interest  of  simplicity,  directness  and  efficiency  that  one 
definite  tax  be  levied  upon  some  clear  and  justifiable  basis. 
There  can  be  no  good  reason  for  levying  several  separate  taxes 
to  accomplish  what  may  be  directly,  fairly  and  justly  accom- 
plished by  the  levy  of  one  tax. 

The  result  of  the  levying  of  a  fixed  percentage  upon  the 
gross  receipts  of  an  express  company  will  almost  invariably 
result  in  an  injustice  to  either  the  company  or  other  taxpayers. 
Such  a  levy  usually  is,  and  of  necessity  must  operate,  largely 
without  regard  to  the  burdens  borne  by  other  taxpayers  in  the 
state.  If  there  is  an  increase  in  the  burden  of  taxation  of 
other  taxpayers,  the  express  company  does  not  share;  if  econ- 
omy is  practiced,  or  there  is  an  increase  in  taxable  values, 
bringing  about  a  reduction  in  the  rate  of  taxation,  express 
companies  cannot  share  in  such  reduction.  In  other  words, 
it  is  not  possible  to  observe  equality  between  express  com- 
panies and  other  taxpayers  where  express  companies  are  as- 
sessed upon  the  gross  receipts  basis.  Such  a  tax  may  also  b^ 
unfair  as  between  the  several  express  companies,  one  may  be 
much  more  prosperous  and  have  a  much  greater  going  concern 
value  than  another;  one  may  have  a  large  net,  and  the  other 
no  net  revenue,  although  the  gross  revenue  of  each  may  be 
substantially  the  same.  The  gross  receipts  tax,  therefore,  may 
be  said  to  be  inconsistent  with  equality  in  taxation. 

"We  repeat  that  while  the  unity  which  exists  may  not  be  a  physical 
unity,  it  is  something  more  than  a  mere  unity  of  ownership.  It  is  a  unity 
of  use,  not  simply  for  the  convenience  or  pecuniary  profit  of  the  owner, 
but  existing  in  the  very  necessities  of  the  case — resulting  from  the  very 
nature  of  the  business. ' ' 

The  court  clearly  indicated,  however,  that  conditions  might 
exist  which  would  render  the  application  of  the  unit  rule 
violative  of  constitutional  right. 
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Pittsburg,  etc.,  Ry.  Co.  vs.  Backus,  154  U.  S.  434; 

Adams  Express  Co.  vs.  Ohio,  165  U.  S.  227; 

Louisville  &  Jeffersonville  Ferry  Co.  vs.  Kentucky,  188  U.  S.  385; 

Delaware,   Lackawanna   &   Western   K.   R.   Co.   vs.   Pennsylvania,    198 

U.  S.  341; 
Union  Refrigerator  Transit  Co.  vs.  Pennsylvania,  199  U.  S.  194; 
Wells  Fargo  &  Co.  vs.  Johnson,  214  Fed.  180. 

Express  companies,  almost  without  exception,  own  a  large 
amount  of  stocks,  bonds  and  other  securities  and,  frequently, 
real  estate,  not  used  in  the  transportation  business.  Such 
properties  are  purchased  and  held  as  an  investment  and  not 
for  use  in  the  transportation  enterprise.  Incidentally,  no 
doubt,  they  give  to  the  public  confidence  in  the  financial  re- 
sponsibility of  the  express  company,  as  such,  and  may  tend 
to  attract  the  business  of  those  who  are  seeking  speedy  and 
safe  transportation  of  valuables  by  responsible  agencies. 

Hiaving  a  knowledge  of  the  ownership  of  these  nontrans- 
portation  properties,  and  misinterpreting  the  decision  of  the 
Supreme  Court  of  the  United  States  in  the  Ohio  case  (165  U. 
S.  194,  166  U.  S.  185),  a  number  of  state  boards  began  the 
assessment  of  the  property  of  express  companies  on  the  unit 
basis,  employing,  for  the  purpose  of  ascertaining  the  value  of 
the  unit,  the  market  value  of  the  capitalization  and  the  dis- 
tribution of  the  value  so  fixed  to  the  state,  upon  a  mileage 
basis.  The  market  value  of  the  capitalization  of  course  in- 
cluded the  value  of  all  securities,  real  estate,  and  other  non- 
transportation  properties,  regardless  of  where  located,  and, 
therefore,  of  course  those  located  outside  of  the  state  in  which 
the  assessment  was  made.  This  brought  about  extensive  liti- 
gation, resulting  in  the  unequivocal  holding  by  many  courts, 
and  particularly  by  the  Supreme  Court  of  the  United  States 
(193  U.  S.  490),  that  the  assessment  of  the  property  of  an 
express  company,  organized  or  existing  under  the  laws  of  an- 
other state,  on  a  unit  basis,  and  the  segregation  of  a  portion 
thereof  to  the  state  making  the  assessment  on  the  mileage 
basis,  is  void,  where  the  total  valuation  is  made  up  largely 
from  real  and  personal  property  not  used  in  the  transporta- 
tion business  permanently  located  without  the  state  and  not 
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\ntiiin  the  state  at  the  time  of  making  the  levy.  Mr.  Justice 
Holmes,  speaking  of  this  phase  of  the  matter  for  the  Supreme 
Court  of  the  United  States  (Fargo  vs.  Hart,  193  U.  S.,  page 
499),  uses  the  following  language: 

"It  is  obvious,  however,  that  this  notion  of  organic  unity  may  be  made 
a  means  of  unlawfully  taxing  the  privilege,  or  property  outside  the  state, 
under  the  enhanced  value  or  good  will,  if  it  is  not  closely  confined  to  its 
true  meaning.  So  long  as  it  fairly  may  be  assumed  that  the  different 
parts  of  a  line  are  about  equal  in  value  a  division  by  mileage  is  justifi- 
able. But  it  is  recognized  in  the  cases  that  if  for  instance  a  railroad 
company  had  terminals  in  one  state  equal  in  value  to  all  the  rest  of  the 
line  through  another,  the  latter  state  could  not  make  use  of  the  unity  of 
the  road  to  equalize  the  value  of  every  mile.  That  would  be  taxing  prop- 
erty outside  of  the  state  under  a  pretense. ' ' 

It  may,  therefore,  be  considered  as  definitely  settled  that  the 
unit  basis  cannot  be  so  applied  as  to  include  in  the  assessed 
value  the  value  of  property  located  outside  of  the  state  and  not 
used  in  the  transportation  business. 

The  Supreme  Court  of  the  United  States  has  also  declared 
this  rule  applicable  to  the  assessment  of  railway  properties, 
where  terminals  which  are  of  very  great  value  are  located  out- 
side of  the  state  and  a  part  of  the  value  of  such  terminals 
imported  into  the  state  by  a  mileage  division  of  the  value  of 
the  whole  unit.  Pittsburg  &c.  Ry.  Co.  vs.  Backus,  154  U.  S. 
421,  431. 

Such  real  property  as  has  no  connection  whatever  with  the 
transportation  business  is,  in  the  absence  of  some  statute  other- 
wise providing,  assessable  by  the  local  assessors  as  other  real 
estate.  However,  many  states  now  provide  for  the  assessment 
of  all  property  owned  by  public  service  companies  by  a  state 
board,  whether  such  property  is  used  in  the  public  service  or 
not. 

The  unit  basis  is  permissible  as  long  as  it  is  fairly  used,  for 
the  purpose  of  ascertaining  and  fixing  the  value  of  that  part 
of  the  unit  located  within  the  state ;  but  it  cannot  be  justified 
where  it  does  not,  with  reasonable  accuracy,  measure  such 
value. 

It  can  be  readily  seen  that,  where  the  more  valuable  prop- 
erty is  located  outside  the  state,  and  the  less  valuable  property 
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within  the  state,  the  use  of  the  unit  basis  will  operate  to  impose 
a  tax  on  property  located  beyond  the  state's  taxing  jurisdic- 
tion. This  is  accomplished  by  transferring  the  value  of  such 
property  located  outside  of  the  state 's  taxing  jurisdiction  with- 
in its  jurisdiction  by  enhancing  the  value  of  the  property 
located  within  the  state  because  of  the  ownership  of  the  prop- 
erty located  without  the  state.  The  same  results  may  be  ac- 
complished (the  taxing  of  property  outside  of  the  jurisdiction 
of  the  state)  by  including  in  the  unit  basis  the  value  of  the 
property  not  used  in  the  transportation  business  and  located 
without  the  state. 

It  should  also  be  borne  in  mind,  in  using  the  unit  basis,  that 
express  companies  conduct  express  operations  not  only  on 
steam  roads,  but  also  on  electric  lines,  steamboat  lines  and,  in 
some  instances,  on  stage  lines.  Where  the  mileage  basis  is 
used  for  the  distribution  of  the  unit  value,  some  fair  method 
should  be  applied  for  reducing  the  electric  line  mileage,  steam- 
boat mileage  and  stage  coach  mileage  to  a  steam  railroad  basis. 
This  may  be  done,  perhaps,  by  ascertaining  the  average  rev- 
enue per  mile  of  line  of  steam  road  and  reducing  the  revenue 
of  electric  lines,  steamboat  lines  and  stage  lines  to  the  steam 
railroad  basis. 

The  unit  basis,  fairly  applied,  in  my  judgment,  more  nearly 
accomplishes  equitable  and  just  results  than  any  other  system 
employed  in  the  assessment  and  taxation  of  express  companies. 
As  is  usually  the  case,  the  efficiency  and  fairness  of  the  law 
depend  upon  its  impartial  and  just  administration. 

It  is  extremely  difficult  to  secure  adequate  judicial  relief 
against  manifestly  erroneous  assessments.  Courts  are  not  only 
loath  to  interfere  with  the  state  and  its  subdivisions  in  the 
raising  of  revenue,  but  a  just  decision  declaring  the  assessment 
of  public  service  property  illegal  and  void  is  frequently  the 
basis  of  severe  criticism  of  the  court  so  holding. 

T.sji;ATTON  OF  Gross  Receipts 

Taxes  have  been  frequently  levied  upon  the  receipts  of  trans- 
portation companies,  not  as  such,  but  for  the  purpose  of  meas- 
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uring  the  value  of  the  property  of  such  company  in  the  state 
for  the  purposes  of  taxation, 

U.  S.  Express  Co.  vs.  Minnesota,  223  U.  S.  335; 
Wisconsin  &  Michigan  Ey.  Co.  vs.  Powers,  191  U.  S.  379; 
Maine  vs.  Grand  Trunk  Eailway  Co.,  142  U.  S.  217. 

A  tax  of  this  character,  where  levied  in  lieu  of  all  other  tax- 
ation, and  as  what  may  be  termed  a  commutation  tax,  may  in- 
clude, as  a  factor  in  the  basis  of  value,  gross  receipts  from 
interstate  earnings  within  the  state.  Such  interstate  earnings 
must  not  be  taxed  as  such,  but  may  be  used  only  as  one  of  the 
factors  for  measuring  the  value  of  the  property  of  the  express 
company  within  the  state. 

Wells-Fargo  &  Co.  vs.  Johnson,  214  Fed.  180. 

Meyer  vs.  Wells-Fargo  &  Co.,  223  U.  S.  298 ; 

United  States  Express  Co.  vs.  Minnesota,  223  U.  S.  335. 

Such  tax,  however,  should  have  for  its  basis  of  value  the 
earnings  from  the  express  business  (including,  possibly,  ex- 
press money  orders),  but  should  not  include  earning  from 
investments  in  and  rents  from  real  property  and  other  out- 
side transactions  having  no  direct  connection  mth  the  express 
business.  Meyer  vs.  Wells-Fargo  &  Co.,  223  U.  S.  298.  The 
value  thus  ascertained  should  bear  a  substantial  relation  to  the 
actual  fair  value  of  the  property  subject  to  taxation  within  the 
state.  In  other  words,  the  gross  receipts  basis  for  measuring 
value  may  not  be  used  to  import  value  into  the  state  for  the 
purposes  of  taxation,  or  to  enlarge  the  assessment  of  the  prop- 
erty within  the  state  beyond  its  actual  fair  value.  "Wells- 
Fargo  &  Co.  vs.  Johnson,  214  Fed.  180. 

Excise,  License  and  Franchise  Taxes 

Neither  the  state,  nor  any  of  its  municipalities,  has  any  right 
to  impose  a  license  upon  an  express  company  as  a  condition  to 
its  conducting  an  interstate  express  business  in  the  state. 

Western  Union  Tel.  Co.  vs.  Kansas,  216  U.  S.  1. 
Pullman  Co.  vs.  Kansas,  216  U.  S.  56. 

It  would  also  seem  that,  where  the  inter  and  intra  state 
business  is  so  blended  that  an  unreasonable  burdening  of  the 
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intrastate  business  would  seriously  hamper  the  doing  of  inter- 
state business,  the  state  is  without  authority  to  levy  a  tax  on 
such  intrastate  business. 

The  various  forms  of  excise,  franchise  and  license  taxation 
are  too  numerous  and  too  complicated  to  be  considered  in  this 
paper.  As  above  noted,  however,  it  is  believed  to  be  much  more 
just  and  efficient  to  levy  one  tax  upon  the  fair  value  of  the 
property  as  a  going  concern,  on  the  unit  basis,  and  eliminate 
all  other  forms  of  taxation,  than  to  have  a  number  of  question- 
able levies,  the  net  result  of  all  of  which  will  have  to  be  con- 
sidered before  it  can  be  determined  whether  the  express  com- 
pany is  bearing  more  or  less  than  its  just  share  of  the  burden 
of  taxation. 

Valuation  for  Taxation  and  Other  Purposes 

IMuch  discussion  has  arisen  in  recent  years  as  to  whether  it  is 
necessary,  in  order  to  ascertain  the  fair  value  of  a  public  service 
property,  to  first  determine  for  what  purpose  the  valuation  is 
to  be  used.  It  is  insisted  upon  the  one  hand  that,  if  three  in- 
telligent, qualified  experts  as  to  values  should  be  directed  to  go 
out  and  ascertain  the  fair  value  of  any  public  service  prop- 
erty and  they  intelligently  discharged  that  duty  and  valued 
the  same,  such  value  would  be  of  no  service  unless  they  had 
been  told  in  advance  the  purpose  for  which  the  property  was 
being  valued;  that,  if  they  had  been  told  to  value  it  for  the 
purpose  of  rate  making,  the  valuation  would  be  of  little  or  no 
ser\'ice  in  determining  the  sum  at  which  such  property  should 
be  assessed  for  taxation ;  that  the  assessing  board  should  give 
little  heed  to  the  value  of  the  property  for  rate  making  or  earn- 
ing purposes  in  fixing  the  value  for  taxation.  From  this  dis- 
cussion there  is  evolved  a  rule  that  the  value  for  the  purposes  of 
taxation  may  be  higher  than  the  value  for  the  purposes  of 
earnings.  All  experience  is  that,  as  to  other  than  public  service 
property,  the  assessed  value  is  far  below  the  actual,  and  the 
actual  value  of  other  than  public  service  property  is  usually 
ascertained  upon  the  return  it  will  produce,  just  as  public 
service  values  are  fixed  by  those  who  buy  and  sell  public  serv- 
ice properties. 
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I  agree  with  the  Supreme  Court  of  Nebraska  and  this,  re- 
gardless of  my  great  respect  for  the  learned  opinions  of  others 
who  have  spoken  to  the  contrary,  that  property  can  have  but 
one  true  value,  whatever  may  be  the  purpose  of  investigation. 
Judge  Holcomb,  speaking  for  the  Supreme  Court  of  Nebraska 
(State,  ex  rel.,  vs.  Savage,  65  Neb.  714,  91  N.  W.  716,  at  page 
724  of  the  Northwestern) ,  uses  the  following  language : 

"As  to  just  what  will  determine  the  value  of  the  entire  railroad  prop- 
erty, a  part  of  which  is  to  be  assessed  in  any  one  state  or  taxing  juris- 
diction, the  courts  themselves  are  not  in  entire  accord.  There  are,  doubt- 
less, many  elements  and  factors  which  conduce  to  a  correct  determination 
of  the  true  value,  and  may  properly  be  considered,  which  have  received 
the  approval  of  the  courts  generally.  It  is  not  so  important  what  the 
nature  of  the  inquiry  is  when  the  question  of  the  true  value  of  the  prop- 
erty is  involved.  The  property  can  have  but  one  true  value,  whatever 
may  be  the  purpose  of  the  investigation.  Whether  it  be  for  the  purpose 
of  fixing  reasonable  rates  for  the  transportation  of  passengers  and  carry- 
ing of  freight,  or  for  the  purpose  of  taxation,  the  rule  to  be  applied  in 
ascertaining  the  value  of  the  property  should  be  the  same.  If  the  rail- 
road companies  insist  that  their  property  is  of  a  certain  value  for  the 
purpose  of  determining  what  are  reasonable  maximum  charges  for  the 
transportation  of  passengers  and  carrying  of  freight,  they  have  no 
ground  of  complaint  if  the  same  property  is  assessed  at  the  same  value 
for  taxation  purposes.  The  same  property  cannot  rightfully  be  valued  at 
one  sum  for  one  of  the  purposes  mentioned,  and  at  a  different  amount 
for  the  other.  The  state  is  too  just  in  the  administration  of  its  laws 
to  insist  that  railroad  property  should,  for  taxation,  be  considered  as  of 
very  great  value,  and  for  the  purpose  of  regulating  rates  to  be  charged 
by  such  corporations  as  common  carriers  that  the  value  of  the  same 
property  is  altogether  lower." 

This  is  a  just  rule,  regardless  of  what  the  weight  of  author- 
ity may  now  be,  or  may  hereafter  become.  It  may  be  noted 
that  his  rule  has  substantial  support  in  other  cases,  including 
rate  cases. 

Equalization 

The  properties  of  public  service  corporations  are  usually 
assessed  by  a  state  board.  Sometimes  this  function  is  dis- 
charged by  a  tax  commission;  sometimes  by  a  state  board  of 
assessors;  and  sometimes  by  a  state  board  of  equalization- 
more  frequently  by  the  last  mentioned  board.     When  such  is 
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the  case,  the  same  state  board  is  charged  with  the  assessment 
of  public  service  property,  and  the  equalization  of  real  and 
personal  property  as  between  the  several  counties  of  the  state 
and,  sometimes,  as  between  the  several  classes  of  property  in 
the  several  counties  and  as  between  all  local  real  and  personal 
property  and  public  service  property. 

The  primary  duty  of  a  state  board,  as  an  assessing  board,  is 
to  see  that  each  public  service  property  is  assessed  at  its  full 
value,  or  at  the  same  ratio  of  its  full  value  that  other  public 
service  property  is  assessed.  As  a  board  of  equalization  its 
primary  duty  is  to  see  that  there  is  an  equality  of  assessment 
in  relation  to  value  as  between  the  real  and  personal  property 
of  the  several  counties  and  as  between  the  real  and  personal 
property  of  the  state  and  the  property  of  public  service  cor- 
porations assessable  by  such  board.  If  such  board  finds  that 
the  real  and  personal  property  of  the  state  has  not  been 
assessed  at  its  full  value,  and  it  has  assessed  public  service 
property  at  its  full  value,  it  is  the  duty  of  the  board  to  either 
bring  the  real  and  personal  property,  by  equalization,  up  to 
its  full  value  or  reduce  the  assessed  value  of  public  service 
property  so  as  to  make  the  assessment  thereof  at  the  same 
proportion  of  its  full  value  as  is  the  assessment  of  local  real 
and  personal  property.  In  other  words,  equality  can  be  had 
only  by  the  assessment  of  all  property  at  its  full  value  or, 
where  assessed  at  less  than  its  full  value,  in  the  same  propor- 
tion to  full  value.  Equalization,  therefore,  is  one  of  the  most 
vital  factors  in  securing  uniformity  in  taxation. 

If  the  board  of  equalization  fails  in  the  discharge  of  its 
duties,  discrimination  in  taxation  is  certain  to  follow.  It  is  the 
one  power  in  the  state  which  can  measurably  enforce  equality 
and  uniformity  in  taxation.  To  properly  discharge  the  duties 
of  assessing  the  properties  of  public  service  corporations  and 
the  equalization  of  local  property  requires  the  very  greatest 
moral  courage.  In  the  discharge  of  these  duties  there  is  a 
constant  conflict  between  efficiency  and  justice  on  the  one 
hand,  and  expediency  and  popularity  on  the  other.  The  man 
who  gives  heed  to  expediency  is  certain  to  be  the  instrument 
of  grave  injustice.     The  most  solemn  constitutional  declara- 
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tion  and  the  most  emphatic  legislative  command  can  accomplish 
little  in  the  matter  of  equality  and  uniformity  in  taxation 
unless  administered  by  just  and  courageous  officers.  In  other 
words,  a  just  distribution  of  the  burdens  of  taxation  is  more 
dependent  upon  the  men  who  deal  with  the  subject  than  upon 
the  laws  enacted  to  secure  uniformity  and  equality. 


DISCUSSION- VALUATION     FOR     TAXATION     AND 
RATE  MAKING 

Mr.  Nils  P.  Haugen  of  Wisconsin:  Mr.  Chairman,  before 
Mr,  Bledsoe  gets  out  of  the  hall  I  want  to  say  that  I  enjoyed 
his  paper  very  much,  "We  have  in  Wisconsin  had  great  diffi- 
culty with  the  assessment  of  express  companies.  I  understood 
him  to  say,  and  I  agree  with  him,  that  under  the  unit  rule  of 
valuation  if  all  the  states  through  which  the  company  operates 
M^ere  upon  the  same  basis  of  assessment  that  would  take  care 
of  the  entire  property.  But  in  that  case  what  would  you  do 
with  the  ocean  mileage ;  how  would  you  dispose  of  it? 

Mr.  Bledsoe :  Some  years  since  in  the  settlement  with  the 
Attorney  General  of  the  State  of  Oklahoma  of  an  express  tax 
controversy  we  ascertained  the  average  earnings  per  mile  of 
railroad  line,  then  ascertained  the  earnings  of  the  ocean  mile- 
age and  reduced  such  earnings  to  a  railroad  mileage  basis  and 
added  the  mileage  thus  obtained  to  the  railroad  mileage  and 
divided  the  total  by  the  Oklahoma  operated  railroad  mileage. 
As  a  matter  of  fact,  however,  the  earnings  from  ocean  mileage 
were  so  small  that  they  were  of  little  or  no  importance  in  the 
settlement  of  the  controversy. 

Mr.  Haugen :  Then  you  gave  Oklahoma  part  of  the  ocean 
mileage,  because  it  is  evident  that  if  you  do  not  include  it  with 
some  state  or  some  jurisdiction  that  part  of  the  value  would 
escape  assessment  entirely. 

Mr.  Bledsoe :  We  included  all  transportation  earnings,  re- 
duced the  same  to  a  railroad  mileage  basis  and  distributed  the 
same  to  Oklahoma  on  the  basis  of  the  relation  of  operated 
railroad  mileage  in  Oklahoma  compared  with  the  total. 

Mr.  Haugen :  And  gave  a  proportion  of  the  ocean  mileage 
in  that  respect  to  the  state  ? 
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Mr.  Bledsoe :  Yes,  sir,  such  a  proportion  of  the  total  value 
as  the  railroad  mileage  in  Oklahoma  bore  to  the  total  mileage 
reduced  to  a  railroad  basis. 

Mr.  Haugen:  Another  matter  while  I  am  on  my  feet. 
When  taxing  officials  come  to  put  a  value  on  your  property 
they  must  take  into  consideration  the  franchise  value,  if  any, 
I  presume.  Our  statute  expressly  provides  for  the  assessment 
of  franchise  value.  But  the  rate  making  power  sometimes 
does  not  regard  that  and  until  it  has  acted  and  practically 
eliminated  the  franchise  value,  does  not  the  taxing  authority 
have  to  recognize  it  ? 

Mr.  Bledsoe:  I  assume  that  whether  the  valuation  be  for 
rate  making  purposes  or  taxing  purposes  what  is  sought  to  be 
accomplished  is  the  ascertainment  of  the  fair  value  of  the 
property,  which  includes  intangible  as  well  as  tangible  prop- 
erty of  every  nature.  I  am  aware  that  there  has  recently 
been  much  discussion  of  the  subject  of  whether  property  may 
have  more  than  one  value  when  considered  with  reference  to 
the  purpose  for  which  the  valuation  is  being  made.  In  this 
connection  I  have  in  mind  certain  condemnation  cases,  in  one 
of  which  congress  directed  the  condemnation  of  a  bridge  across 
a  river  and  directed  the  court,  in  making  its  award  to  the 
owner,  to  disregard  the  franchise  value  of  the  bridge.  The 
Supreme  Court  of  the  United  States  said  that  it  was  not  with- 
in the  power  of  congress  to  do  that— that  the  value  of  the 
franchise  had  to  be  considered  and  compensated  for  when  the 
property  to  which  it  related  was  taken  in  an  eminent  domain 
proceeding. 

Mr.  Haugen:  There  is  a  distinction  between  value  and 
cost.  We  do  not  necessarily  mean  "cost"  when  speaking  of 
"value"  for  rate  making  pui-poses,  and  of  course  not  using  it 
in  tliat  sense  I  would  not  agree  with  your  proposition.  We 
liavc  some  railroads  assessed  at  much  less  than  original  cost 
of  construction,  and  our  engineers  do  not  undertake  to  put  a 
"value"  upon  railroad  property.  They  say  "cost  of  con- 
struction."    They  don't  say  "value."     And  I  presume  that 
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is  what  the  federal  goveninient  will  do  iu  its  effort  now  to 
find  the  value  of  property. 

Mr.  Bledsoe :  The  amendment  to  the  act  to  regulate  com- 
merce of  March  1,  1913,  requires  the  Interstate  Commerce 
Commission  to  find  the  original  cost  to  date,  the  cost  of  re- 
production new,  and  the  cost  of  reproduction  new  less  de- 
preciation of  every  common  carrier  subject  to  the  terms  of  the 
act  and  to  ascertain  and  report  separately  all  other  elements 
of  value.  • 

Mr.  Lawson  Purdy  of  New  York:  If  you  must  take  the 
same  value  for  rate  making  that  you  take  for  taxation,  then 
you  have  admitted  that  you  are  to  include  franchise  value  in 
the  basis  or  value  used  for  rate  making.  Franchise  value  is 
really  that  element  of  value  which  goes  with  the  power  to 
charge  a  particular  rate.  Take  a  simple  illustration.  Here 
is  a  gas  company  that  charges  one  dollar  for  gas.  Its  entire 
value  is  $10,000,000,  of  which  $4,000,000  may  result  from  the 
power  to  charge  a  dollar  for  gas.  You  cut  the  rate  to  80  cents 
and  you  cut  down  the  franchise  value.  If  you  cannot  cut  the 
rate  because  you  cut  the  franchise  value,  where  are  you  ? 

Mr.  Bledsoe :  I  assume,  Mr.  Chairman,  that  interstate  rates 
having  been  sul)ject  to  regulation  by  the  Interstate  Commerce 
Commission  for  twenty  years  and  state  rates  generally  having 
been  subject  to  state  regulation  by  state  commissions  for  a 
number  of  years,  we  have  at  least  prima  facie  the  right  to 
assume  that  those  rates  are  not  more  than  reasonable  and  just 
and  do  not  yield  more  than  a  fair  return  upon  the  value  of 
the  property  devoted  to  the  service;  that,  if  they  did  so,  the 
Interstate  Commerce  Commission  and  the  state  commissions 
would  have,  ere  this,  reduced  such  rates  to  a  reasonable  basis. 
I  do  not  agree  with  those  gentlemen  who  believe  that  there  is 
no  room  for  profit  in  conducting  a  public  service  business.  If, 
on  a  fair  charge,  a  profit  may  be  made  over  and  above  the 
value  of  the  physical  property,  I  see  no  objection  to  consider- 
ing that  fact  in  ascertaining  the  value  of  the  property.  I  do 
not  mean  that  common  carriers  should  be  permitted  to  charge 
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the  public  an  exorbitant  rate  and  use  that  rate  in  measuring 
value,  but,  where  public  regulation  has  existed  for  so  long  a 
time,  it  is  to  be  presumed  that  regulating  officials  have  done 
their  duty  and  prescribed  reasonable  rates. 

Professor  T.  S.  Adams  of  Wisconsin:  I  have  two  brief 
points  to  make,  one  a  rhapsody,  the  other  a  distressing,  con- 
crete fact.  If  express  and  other  public  service  corporations 
have  been  assessed  by  public  officials  for  many  years  there  ex- 
ists a  strong  prima  facie  presumption  that  the  methods  and 
results  used  in  their  assessment,  following  Mr,  Bledsoe's 
reasoning,  are  correct;  that  there  can  now  be  no  opportunity 
for  searching  logical  analysis  of  how  these  assessments  ought 
to  be  made,  merely  because  we  have  for  years,  for  generations, 
had  public  officials  charged  with  the  duty  of  justly  and  com- 
petently assessing  those  corporations.  "Where  public  taxa- 
tion has  existed  for  so  long  a  time,  it  is  to  be  presumed  that 
taxing  officials  have  done  their  duty  and  imposed  equitable 
taxes. ' '     That  is  the  rhapsody. 

The  distressing  fact  is  that  a  gentleman  here  has  lost  a  purse 
containing  $150  and  a  check  for  $20  and  he  sincerely  hopes 
some  member  of  this  association  has  found  it  and  will  return 
it  through  the  secretary  of  the  association. 


TAXATION     OF     FOREIGN     CORPORATIONS     WITH 
SPECIAL  REFERENCE  TO  LICENSE  FEES 

J.  F.   ZOLLER 
Tax  Attorney,  General  Electric  Co.,  Schenectady,  N,  Y. 

In  discussing  any  phase  of  the  subject  of  the  taxation  of 
corporations,  I  believe  we  should  have  constantly  in  mind  the 
fact  that  property  of  corporations  is  after  all  simply  the  prop- 
erty of  a  collection  of  individuals  and  for  just  that  reason 
should  be  treated  the  same  way  for  taxation  purposes  as  similar 
property  of  individuals  held  in  an  individual  capacity  instead 
of  in  a  corporate  capacity.  This  point  is  very  ably  illustrated 
by  Judge  Sawyer  in  "The  Railroad  Tax  Cases,"  13  Federal 
Reporter  722.     In  that  case  Judge  Sawyer  said  at  page  758 : 

"Whatever  be  the  legal  nature  of  a  corporation  as  an  artificial  meta- 
physical being,  separate  and  distinct  from  the  individual  members,  and 
whatever  distinction  the  common  law  makes,  in  carrying  out  the  techni- 
cal legal  conception  between  property  of  the  corporation  and  that  of  the 
individual  members,  still,  in  applying  the  fundamental  guarantees  of  the 
constitution,  and  in  thus  protecting  the  rights  of  property,  these  meta- 
phyical  and  technical  notions  must  give  way  to  the  reality.  The  truth 
cannot  be  evaded  that,  for  the  purpose  of  protecting  rights,  the  property 
of  all  business  and  trading  corporations  is  the  property  of  the  indi- 
vidual corporators.  A  state  act  depriving  a  business  corporation  of  its 
property  without  due  process  of  law,  does,  in  fact,  deprive  the  individual 
corporators  of  their  property.  In  this  sense,  and  within  the  scope  of 
these  grand  safeguards  of  private  rights,  there  is  no  real  distinction  be- 
tween artificial  persons,  or  corporations,  and  natural  persons." 

Again  in  the  same  case  the  same  Judge  used  the  following 
language  at  page  760 : 

"The  property  of  the  corporation  is  in  reality  the  property  of  its  in- 
dividual corporators.  A  state  statute  depriving  a  corporation  of  its  prop- 
erty does  deprive  the  individual  corporators  of  their  property.  These 
clauses  of  the  fifth  and  fourteenth  amendments,  and  the  similar  clauses 
of  the  state  constitution,  apply,  therefore,  to  private  corporations,  not 
alone  because  such  corporations  are  'persons'  within  the  meaning  of  that 
work,  but  also  because  statutes  violating  their  prohibitions,  in  dealing 
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with  corporations,  must  necessarily  infringe  upon  the  rights  of  natural 
persons.  In  applying  and  enforcing  these  constitutional  guaranties,  cor- 
porations cannot  be  separated  from  the  natural  persons  who  compose 
them. ' ' 

It  would  seem  to  be  a  fair  proposition  that  the  property  of 
corporations  bear  the  same  tax  burdens  as  similar  property  of 
natural  persons.  Yet  our  tax  laws  are  replete  with  instances 
where  corporate  property  is  discriminated  against  and  sub- 
jected to  greater  tax  burdens  than  similar  property  of  natural 
persons.  A  striking  illustration  of  such  discrimination  is 
found  in  the  tax  law  of  my  own  state,  New  York.  In  New 
York  the  real  estate  of  corporations  is  assessed  the  same  as  the 
real  estate  of  individuals.  This  arrangement  is  perfectly  sat- 
isfactory and  equitable.  But  when  it  comes  to  the  assessment 
of  personal  property  in  New  York,  corporations  are  discrim- 
inated against.  Under  the  New  York  tax  law,  individuals 
are  required  to  be  assessed  at  their  domicile  for  their  taxable 
personal  property  at  its  actual  value.  Corporations  on  the 
other  hand  are  assessed  on  their  capital  stock  under  section  12 
of  the  New  York  tax  law.    Such  section  reads  as  follows : 

' '  The  capital  stock  of  every  company  liable  to  taxation,  except  such 
part  of  it  as  shall  have  been  excepted  in  the  assessment-roll  or  shall  be 
exempt  by  law,  together  with  its  surplus  profits  or  reserve  funds  exceed- 
ing ten  per  centum  of  its  capital,  after  deducting  the  assessed  value  of 
its  real  estate,  and  all  shares  of  stock  in  other  corporations  actually 
owned  by  such  company  which  are  taxable  upon  their  capital  stock  under 
the  laws  of  this  state,  shall  be  assessed  at  its  actual  value." 

Our  state  board  of  tax  commissioners  have  construed  this 
section  and  formulated  a  rule  for  its  application.  Such  rule 
is  as  follows : 

' '  Take  on  one  side  of  the  account  the  total  assets  of  the  corporation 
(including  the  full  value  of  real  estate  as  well  as  personal  property)  and 
the  taxable  as  well  as  non-taxable  property.  Upon  the  other  side  of  the 
account  there  must  be  aggregated  the  value  of  the  stock  of  the  company 
belonging  to  the  state,  and  incorporated  literary  and  charitable  institu- 
tions; property  exempt  by  law;  non-taxable  property  which  class  includes 
shares  of  stock  of  other  corporations;  the  assessed  value  of  the  cor- 
poration's real  estate;  the  debts  of  the  corporation  and  surplus,  if  any, 
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up  to  10%  of  the  capital.  The  difference  between  these  two  aggregate 
sums  represents  the  assessable  value  of  the  capital  stock  of  domestic  cor- 
porations. ' ' 

You  will  note  that  under  this  law  corporations  are  required 
to  pay  a  tax  assessed  upon  the  actual  value  of  their  personal 
property,  plus  the  difference  between  the  actual  and  assessed 
value  of  their  real  estate.  Individuals  upon  the  other  hand, 
are  required  to  pay  only  upon  the  actual  value  of  their  per- 
sonal property,  which  rule,  I  believe,  should  likewise  apply  to 
the  personalty  of  corporations. 

In  the  next  adjustment  of  the  New  York  tax  law  it  is  to 
be  hoped  that  section  12  will  be  repealed  and  that  it  will  then 
be  provided  that  personal  property  of  corporations  shall  be 
taxed  in  the  same  manner  as  the  personal  property  of  natural 
persons  in  order  that  there  may  be  no  discrimination  in  the 
taxation  of  personal  property  on  account  of  the  character  of 
the  owner.  i 

Other  illustrations  of  discriminations  against  corporate 
property  under  taxation  measures  are  found  in  those  states 
where  corporations  are  required  to  pay  a  tax  upon  their  prop- 
erty the  same  as  individuals  and  in  addition  thereto  are  re- 
quired to  pay  a  tax  upon  their  franchises  which  tax  individuals 
(although  they  may  be  engaged  in  the  same  business)  are  not 
required  to  pay.  Right  here  it  should  be  borne  in  mind  that 
whether  a  tax  be  called  a  franchise,  an  excise,  a  corporate  ex- 
cess or  an  income  tax,  or  whether  it  be  on  account  of  a  right 
enjoyed  or  income  received,  it  is  nevertheless  a  tax  upon  the 
property  of  the  party  required  to  pay  the  tax.  Therefore 
when  corporations  are  required  to  pay  in  addition  to  the  reg- 
ular property  taxes  assessed  upon  all  property,  a  franchise 
or  other  special  tax  not  required  of  natural  persons,  then  such 
special  taxes  amount  to  double  taxation  upon  corporate  prop- 
erty and  corporate  property  is  discriminated  against  by  such 
special  taxation. 

It  would  therefore  appear  that  if  corporations  are  to  be 
subjected  to  special  taxation  such  special  taxes  should  be  in 
lieu  of  property  taxes  and  the  amount  thereof  regulated  so  as 
to  subject  the  corporate  property  as  near  as  practicable  to  the 
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same  tax  burden  as  shall  be  imposed  upon  similar  property  of 
natural  persons  thereby  eliminating  the  unjust  discrimination 
against  corporate  property. 

In  the  taxation  of  foreign  corporations  by  the  different 
states  it  has  been  found  that  foreign  corporations  are  not  only 
taxed  on  account  of  the  property  located  in  the  state,  but  in 
addition  thereto  are  subjected  in  many  instances  to  unjust 
franchise  taxation. 

In  some  of  the  states  the  annual  franchise  or  license  taxes 
are  based  upon  the  amount  of  authorized  capital  regardless  of 
the  amount  of  property  located  or  business  done  in  those 
states.  This  means  tliat  if  all  states  persisted  in  taxing  foreign 
corporations  upon  their  authorized  capital,  a  foreign  corpora- 
tion doing  business  and  having  its  property  distributed  among 
all  the  states  would  be  required  to  pay  each  year  upon  its 
authorized  capital  as  many  times  as  there  were  states.  In 
other  words  the  corporate  property  would  in  such  case  be 
taxed  several  times  while  similar  property  of  the  individual 
or  co-partnership  would  presumably  only  be  taxed  once,  each 
state  taxing  the  portion  tliereof  located  in  the  state. 

The  right  of  the  foreign  state  to  subject  the  capital  of  for- 
eign corporations  to  unjust  tax  burdens  is  founded  upon  that 
rule  of  law  ' '  that  a  state  has  the  absolute  right  to  prescribe  the 
terms  and  conditions  upon  which  a  foreign  corporation  may 
engage  in  intrastate  business  within  the  foreign  state,  and  that 
the  foreign  state  may,  if  it  sees  fit,  exclude  altogether  a  foreign 
corporation  from  doing  business  wholly  within  the  state." 
This  general  rule,  however,  lias  been  modified  to  some  extent 
by  decisions  of  the  United  States  Supreme  Court  and  the  rule 
has  recently  been  stated  in  the  case  entitled  White  Dental 
Manufacturing  Company  vs.  Commonwealth  of  Massachusetts, 
231  U.  S.  68,  to  be  as  follows : 

"The  right  of  a  state  to  exclude  a  foreign  corporation  from  its  bor- 
ders, so  long  as  no  principle  of  the  federal  constitution  is  violated  in  such 
exclusion,  has  been  repeatedly  recognized  in  decisions  of  this  court,  and 
the  right  to  prescribe  conditions  upon  which  a  corporation  of  that  char- 
acter may  continue  to  do  business  in  the  state,  imless  some  contract  right 
in  favor  of  the  corporation  prevents  or  some  constitutional  right  is  de- 
nied in  the  exclusion  of  such  corporation,  is  but  correlative  of  the  power 
to  exclude." 


TAXATION  OF  FOREIGN  CORPORATIONS  155 

It  has  accordingly  been  held  by  the  United  States  Supreme 
Court  that  after  a  state  has  admitted  a  foreign  corporation  to 
transact  business  within  the  state  upon  the  same  terms  and 
conditions  as  those  imposed  upon  domestic  corporations,  the 
state  cannot  thereafter  legally  enact  a  franchise  tax  law  sub- 
jecting the  foreign  corporation  to  greater  tax  burdens  than 
imposed  by  such  act  upon  domestic  corporations.  This  deci- 
sion was  made  upon  the  ground  that  a  contract  existed  be- 
tween the  foreign  corporation  and  the  state,  whereby  the  state 
had  agreed  to  permit  the  foreign  corporation  to  transact  busi- 
ness therein  upon  the  same  terms  and  conditions  as  those  pre- 
scribed for  domestic  corporations,  and  that  the  subsequent  act 
imposing  greater  franchise  tax  burdens  upon  foreign  cor- 
porations tlian  were  imposed  upon  domestic  corporations  con- 
stituted an  impairment  of  such  contract  contrary  to  the  federal 
constitution.  (See  American  Smelting  Company  v.  Colorado, 
214  U.  S.  103.) 

The  United  States  Supreme  Court  has  held  that  where  a 
foreign  corporation  duly  obtains  authority  to  transact  business 
in  a  foreign  state,  and  relying  upon  such  right,  acquires  a 
large  amount  of  property  therein,  thereafter  the  state  cannot 
legally  impose  upon  such  foreign  corporation  a  privilege  or 
franchise  tax  not  imposed  upon  domestic  corporations  doing 
precisely  the  same  kind  of  business.  (See  Southern  Railway 
Company  v.  Green,  216  U.  S.  400.) 

In  the  cases  entitled  Western  Union  Telegraph  Company  v. 
Kansas;  Pullman  Company  v.  Kansas;  Ludwig  v.  Western 
Union  Telegraph  Company  and  Western  Union  Telegraph 
Company  v.  Andrews,  all  reported  in  216  U.  S.,  the  U.  S. 
Supreme  Court  held  that  a  franchise  tax  against  such  foreign 
corporations  based  upon  the  authorized  capital  stock  was  un- 
constitutional and  void  upon  two  grounds,  namely:  First — 
that  the  tax  was  a  direct  burden  upon  interstate  commerce. 
Second — that  the  tax  was  an  attempt  to  tax  property  beyond 
the  jurisdiction  of  the  state. 

As  a  result  of  these  decisions  many  states  that  heretofore 
had  been  imposing  upon  foreign  corporations  franchise  taxes 
based  upon  their  authorized  capital,  changed  their  tax  laws 
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and  thereafter  subjected  foreign  corporations  to  a  franchise 
tax  based  upon  a  proportion  of  their  capital  instead  of  upon 
the  whole  authorized  capital.  Such  proportion  was  usually 
ascertained  by  taking  that  part  of  the  capital  of  the  foreign 
company  as  the  property  and  business  of  the  company  in  the 
state  bore  to  the  total  business  and  property  of  the  company. 
Later  the  United  States  Supreme  Court  notwithstanding 
these  decisions,  sustained  the  Massachusetts  excise  tax  which 
imposes  upon  foreign  corporations  transacting  business  in  that 
state  an  annual  franchise  tax  of  1/50  of  1%  upon  the  author- 
ized capital  stock  of  the  foreign  company  regardless  of  the 
amount  of  capital  employed  in  that  state.  The  Massachusetts 
tax,  however,  was  limited  to  $2,000  in  any  one  case.  This  law 
came  before  the  court  in  the  case  of  the  White  Dental  Manufac- 
turing Company,  a  manufacturing  corporation  that  had  quali- 
fied to  transact  business  in  the  Commonwealth  of  Massachusetts 
as  a  foreign  corporation.  The  plaintiffs  in  error  in  this  case  re- 
lied upon  the  cases  which  I  have  heretofore  mentioned  and 
reported  in  216  U.  S.,  to  establish  the  unconstitutionality  of 
the  Massachusetts  excise  tax.  The  court,  however,  in  the 
White  Dental  Manufacturing  Company  case  clearly  distin- 
guished such  cases  apparently  upon  the  ground  that  the  rule 
applied  in  such  cases  to  public  utilities  corporations,  did  not 
apply  to  a  private  manufacturing  company.  In  this  connec- 
tion the  court  said: 

' '  Every  case  involving  the  validity  of  a  tax  must  be  decided  upon  its 
own  facts,  and  having  no  disposition  to  limit  the  authority  of  those  cases 
the  facts  upon  which  they  were  decided  must  not  be  lost  sight  of  in  de- 
ciding other  and  allleged  similar  cases.  In  the  Kansas  cases  the  business 
of  both  complaining  companies  was  commerce,  the  same  instrumentalities 
and  the  same  agencies  carrying  on  in  the  same  places  of  business  of  the 
companies  of  state  and  interstate  character.  In  the  Western  Union  Tele- 
graph Company  case  the  company  had  a  large  amount  of  property  per- 
manently located  within  the  state  and  between  800  and  900  oflBces  con- 
stantly carrying  on  both  state  and  interstate  business.  The  Pullman 
Company  had  been  running  a  large  number  of  cars  within  the  state,  in 
state  and  interstate  business  for  years.  There  was  no  attempt  to  separate 
the  intrastate  business  from  the  interstate  business  by  the  limitations  of 
state  lines  in  its  prosecution. ' ' 
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It  would  appear  that  in  the  White  Dental  Manufacturing 
Company  case  the  court  held  that  while  it  was  unconstitu- 
tional to  tax  a  public  utilities  corporation  upon  its  authorized 
capital  upon  the  ground  that  such  tax  constituted  an  interfer- 
ence with  interstate  commerce,  the  court  was  not  prepared  to 
hold  that  such  a  tax  was  unconstitutional  when  imposed  upon 
a  private  business  corporation  that  was  not  necessarily  en- 
gaged in  interstate  commerce  in  the  foreign  state. 

The  plaintiffs  in  error  in  the  "White  Dental  Manufacturing 
Company  ease  also  relied  upon  the  Green  case,  heretofore 
mentioned,  to  establish  the  unconstitutionality  of  the  Massa- 
chusetts excise  tax  law.  The  court,  however,  in  the  White  case 
also  distinguished  the  Green  case  because  the  White  Dental 
INIanufacturing  Company  did  not  have  a  large  amount  of 
property  permanently  employed  in  the  state  of  Massachusetts 
prior  to  the  enactment  of  the  Massachusetts  act  as  was  the 
case  of  the  railroad  company  in  the  Green  case.  In  distin- 
guishing tlie  Green  case  the  court  said : 

"It  is  true  that  the  plaintiffs  in  error  paid  taxes  assessed  against  for- 
eign corporations  before  the  passage  of  the  law  of  1909  and  that  the 
White  Dental  Company  has  a  leasehold  for  storerooms  in  the  state,  but 
we  do  not  find  in  this  situation  an  acquisition  of  permanent  property 
such  as  was  shown  in  the  Green  case." 

The  court,  after  reviewing  and  distinguishing  the  cases 
which  I  have  referred  to,  sustained  the  Massachusetts  excise 
tax  law  as  applied  to  the  White  Dental  Manufacturing  Com- 
pany notwithstanding  the  fact  that  such  tax  is  based  upon  the 
authorized  capital  of  the  foreign  company  regardless  of  the 
amount  of  such  capital  employed  in  the  state  of  Massachusetts. 

From  the  decisions  rendered  to  date  by  the  highest  federal 
court,  it  would  appear  to  be  quite  definitely  decided  that  a 
state  has  not  the  power  to  tax  a  public  utilities  corporation 
engaged  in  interstate  commerce  upon  its  authorized  capital 
for  the  privilege  of  transacting  business  as  a  foreign  corpora- 
tion within  the  state.  Just  how  far  the  state  may  go  in  tax- 
ing a  foreign  corporation  other  than  a  public  utilities  company 
upon  its  authorized  capital  for  such  privilege  does  not  appear 
to  have  been  definitely  determined.     Therefore  if  any  state 


158  NATIONAL  TAX  ASSOCIATION 

should  persist  in  taxing  foreign  corporations  upon  their  auth- 
orized capital  such  state  would  necessarily  have  to  discriminate 
against  private  business  corporations  and  in  favor  of  public 
utilities  corporations  for  the  reason  that  a  tax  based  upon  the 
authorized  capital  of  a  foreign  corporation  cannot  be  enforced 
against  a  public  utilities  company  under  the  federal  constitu- 
tion. The  trend  of  the  decisions  of  the  United  States  Supreme 
Court  would  appear  to  be  toward  discouraging  franchise  taxes 
against  foreign  corporations  based  upon  the  authorized  cap- 
ital stock,  and  notwithstanding  the  White  Dental  Manufactur- 
ing Company  case  sustaining  the  INIassachusetts  excise  tax,  as 
applied  to  that  company,  the  court  may  yet  hold  that  such 
taxation  is  illegal  in  all  cases  as  imposing  a  tax  upon  property 
outside  the  jurisdiction  of  the  state.  This  was  one  of  the 
grounds  upon  which  the  laws  in  the  Kansas  cases  were  de- 
feated, and  certainly  this  rule  should  apply  with  equal  force 
to  property  of  a  foreign  business  or  manufacturing  company 
as  well  as  to  the  property  of  a  foreign  public  utilities  com- 
pany. 

But  regardless  of  what  the  courts  may  decide  as  to  the  con- 
stitutionality of  such  legislation,  it  is  manifest  that  a  tax  upon 
a  foreign  corporation  based  upon  its  authorized  capital  with- 
out regard  to  the  amount  of  capital  employed  in  the  state,  is 
unjust,  inequitable  and  must  inevitably  lead  to  the  taxation 
of  the  same  property  more  than  once.  It  would  appear  that 
such  legislation  is  bom  of  a  desire  to  raise  revenue  upon  prop- 
erty situated  outside  the  foreign  state  and  beyond  its  control. 
In  the  first  place  the  authorized  capital  of  a  corporation  has 
no  relation  to  the  real  capital  of  the  company  or  to  the  value 
of  the  company's  assets  or  property.  It  would  seem  that  the 
issued  capital  would  constitute  a  more  equitable  basis  upon 
which  to  ascertain  the  tax.  In  the  second  place  the  capital  of 
a  foreign  company  represents  the  whole  property  of  the  cor- 
poration wherever  located  and  such  taxes  therefore  necessarily 
cover  property  located  outside  the  jurisdiction  of  the  state 
and  which  presumably  has  already  been  taxed  where  situated. 

l\Tany  states  subsequent  to  the  decisions  in  the  Kansas  cases 
herein  referred  to,  have  changed  their  tax  laws  so  that  now  the 
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majority  of  the  states  are  taxing  foreign  corporations  for 
franchise  taxes  upon  the  capital  employed  by  the  foreign  cor- 
poration in  the  state  without  attempting  to  reach  the  capital 
employed  elsewhere. 

Alabama 

For  the  privilege  of  transacting  business  in  Alabama,  for- 
eign corporations  are  required  to  pay  an  annual  license  tax  of 
1/10  of  1%  to  the  state  and  Y2  of  that  amount  to  the  county 
on  the  actual  amount  of  capital,  employed  within  the  state, 
wathout  regard  to  the  total  amount  of  capital  the  company 
may  have.  One  admirable  feature  of  this  law  is  that  it  does 
not  attempt  in  any  way  to  reach  capital  or  property  located 
outside  the  state. 

Arizona 

The  only  franchise  tax  imposed  upon  foreign  corporations 
by  the  state  of  Arizona  consists  of  an  annual  registration  fee 
amounting  to  the  nominal  sum  of  $15.00,  which  it  is  to  be 
assumed  merely  covers  the  cost  of  administration.  In  this 
state  corporate  property  is  assessed  the  same  as  other  property, 
but  foreign  corporations  are  not  subjected  to  double  taxation 
by  being  compelled  to  pay  both  property  and  franchise  taxes. 

Arkansas 

In  addition  to  the  ad  valorem  taxes  upon  property  of  foreign 
corporations  located  in  the  state  of  Arkansas,  such  corpora- 
tions are  subjected  to  an  annual  franchise  tax  of  1/20 
of  1%  upon  the  proportion  of  the  subscribed  or  issued 
and  outstanding  capital  stock  of  the  corporation  employed  in 
Arkansas.  In  other  words  this  tax  is  upon  that  part  of  the 
issued  capital  actually  employed  in  Arkansas  without  regard 
to  the  property  or  business  transacted  outside  the  state.  No 
attempt  is  made  under  this  law  to  reach  property  outside  the 
state. 

California 

The  annual  license  tax  of  California  upon  foreign  corpora- 
tions based  upon  the  authorized  capital  was  declared  unconsti- 
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tutional  as  to  corporations  engaged  in  interstate  commerce  in 
the  case  of  Mulford  Company  v.  Corry,  125  Pac.  Rep.  236 ;  163 
Cal.  276,  and  was  subsequently  repealed  to  take  effect  June 
30,  1914.  Under  the  recent  amendment  to  the  constitution  of 
California  separating  the  sources  of  state  and  local  revenue, 
foreign  public  utilities  corporations  are  taxed  upon  their  gross 
receipts  for  state  purposes  and  their  physical  property  located 
in  California  exempted  from  local  taxation.  Under  the  same 
law  foreign  private  business  corporations  are  subjected  to  a 
franchise  tax  of  one  per  cent,  for  state  purposes,  the  value  of 
such  franchise  being  determined  by  the  state  board  of  equaliz- 
ation. In  addition  to  this  franchise  tax,  such  foreign  private 
business  corporations  are  subjected  to  local  taxation  upon  their 
physical  property  the  same  as  individuals.  It  would  therefore 
appear  that  foreign  corporations  are  subjected  to  double  tax- 
ation in  California,  once  upon  their  franchises  for  state  pur- 
poses and  once  upon  their  physical  property  for  local  purposes. 

Colorado 

Since  1911,  the  state  of  Colorado  has  imposed  upon  foreign 
corporations  for  the  privilege  of  transacting  business  in  that 
state  an  annual  franchise  tax  based  upon  the  capital,  property 
and  assets  located  in  Colorado.  While  this  tax  is  in  addition 
to  the  regular  property  tax,  imposed  upon  all  property,  it  is 
much  more  equitable  than  the  previous  franchise  tax  of  this 
state  which  taxed  the  entire  capital  of  foreign  companies  with- 
out regard  to  the  amount  thereof  employed  in  Colorado. 

Connecticut 

No  franchise  tax  is  imposed  upon  foreign  corporations  by 
the  state  of  Connecticut  and  the  fees  charged  for  the  privilege 
of  entering  the  state  and  transacting  business  there  are  only 
nominal.  The  physical  property  of  foreign  coi-porations  lo- 
cated in  the  state  is  taxed  the  same  as  like  property  of  indi- 
viduals and  no  attempt  is  made  to  reach  property  outside  the 
jurisdiction  of  the  state  or  to  subject  foreign  capital  to  double 
taxation. 
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Delaware 

A  nominal  qualifying  fee  is  charged  to  foreign  corporations 
for  a  license  authorizing  such  companies  to  transact  business 
in  the  state  of  Delaware  but  no  annual  franchise  tax  is  im- 
posed upon  foreign  corporations  by  the  state,  the  state  fran- 
chise tax  only  applying  to  domestic  companies.  Corporate 
property  is  taxed  upon  an  equitable  basis  the  same  as  like 
property  of  natural  persons. 

District  of  Columbia 

No  franchise  taxes  are  imposed  by  the  District  of  Columbia 
upon  either  domestic  or  foreign  corporations  and  no  fee  or 
license  is  required  of  foreign  corporations  for  the  privilege  of 
transacting  business  in  the  District  of  Columbia.  Corpora- 
tions are  taxed  precisely  as  individuals  upon  their  property 
located  in  the  District, 

Florida 

The  State  of  Florida  imposes  no  annual  franchise  tax  upon 
foreign  corporations.  For  qualifying  to  transact  business  in 
the  state  an  initial  license  fee  is  charged  based  upon  the  au- 
thorized capital,  the  maximum  of  which  is  limited  to  $250. 
In  case  the  authorized  capital  is  increased  a  like  license  fee 
is  charged  upon  such  increase.  Foreign  corporations  are  sub- 
ject to  license  and  property  taxation  the  same  as  individuals. 

Georgia 

No  initial  or  recording  fees  are  required  of  foreign  corpo- 
rations for  the  privilege  of  transacting  business  in  the  state 
of  Georgia.  Every  agent  of  any  foreign  corporation,  how- 
ever, having  a  place  of  business  or  office  in  the  state,  in  addi- 
tion to, all  other  taxes  is  required  to  pay  an  annual  license  or 
franchise  tax  based  upon  the  authorized  capital.  The  maxi- 
mum amount  of  this  tax  is  $100. 

Idaho 

The  State  of  Idaho  imposes  upon  foreign  corporations  in 
addition  to  the  nominal  recording  fees  for  the  privilege  of 
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securing  a  license  to  transact  business  in  that  state,  an  initial 
tax  based  upon  the  authorized  capital,  the  maximum  amount 
payable  by  any  corporation  under  the  present  law  being  $150. 
This  tax  is  the  same  as  the  organization  tax  imposed  upon  do- 
mestic corprations.  There  is  also  an  annual  franchise  tax 
imposed  upon  foreign  corporations  based  upon  the  authorized 
capital,  the  maximum  amount  payable  by  any  corporation 
being  also  $150. 

Illinois 

No  annual  franchise  tax  is  imposed  upon  foreign  corpora- 
tions transacting  business  in  Illinois.  In  order  to  qualify  to 
transact  business  in  this  state  foreign  corporations  are  re- 
quired to  pay  the  same  initial  fees  that  are  imposed  upon 
domestic  corporations  of  like  character,  but  in  the  case  of 
foreign  corporations  such  fees  are  based  upon  the  property 
and  business  of  the  foreign  corporation  in  the  state,  and  not 
upon  the  authorized  capital.  The  property  of  foreign  corpo- 
rations is  taxed  the  same  as  the  property  of  individuals  but  no 
attempt  is  made  to  reach  property  outside  the  jurisdiction  of 
the  state  or  to  subject  foreign  corporations  to  double  taxation. 

Indiana 

In  order  to  secure  a  license  to  transact  business  in  Indiana, 
the  foreign  corporation  is  required  to  pay  into  the  office  of 
the  secretary  of  state  upon  the  proportion  of  its  capital  rep- 
resented by  its  property  and  business  in  Indiana,  a  fee  of  $25 
on  the  first  ten  thousand  dollars  of  such  capital  and  1/10  of 
1%  additional  on  all  such  amounts  in  excess  of  $10,000.  No 
further  license  or  franchise  tax  is  required,  unless  the  amount 
of  capital  used  in  the  state  is  increased,  when  a  tax  at  practi- 
cally the  same  rate  is  imposed  upon  such  increase.  The  prop- 
erty of  foreign  corporations  is  taxed  the  same  as  the  property 
of  individuals  and  no  attempt  is  made  in  Indiana  to  reach 
capital  of  foreign  corporations  located  outside  the  state,  or  to 
subject  any  substantial  amount  of  corporate  capital  to  double 
taxation. 
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Iowa 

No  permit  is  required  of  manufacturing  or  mercantile  for- 
eign corporations  for  the  privilege  of  transacting  business  in 
this  state.  Such  corpornticns  may  transact  business  freely  in 
Iowa  and  are  not  subject  to  r.ny  franchise  taxes.  When  fran- 
chise fees  are  required  they  are  only  nominal.  Property  of 
foreign  corporations  located  in  Iowa  is  taxed  the  same  as 
property  of  individuals,  so  there  is  no  attempt  to  subject  for- 
eign capital  to  double  taxation  by  the  laws  of  this  state  and 
no  attempt  to  tax  property  outside  the  state. 

Kansas 

Foreign  corporations  in  order  to  secure  admission  into  the 
state  of  Kansas  are  required  to  pay  a  charter  fee  of  twenty-five 
dollars  and  a  nominal  filing  and  recording  fee.  In  addition 
to  these  fees  a  capitalization  fee,  based  upon  that  proportion 
of  the  issued  capital  which  the  foreign  company  proposes  to 
invest  and  use  in  the  state  is  also  required.  In  1913  the  state 
of  Kansas  enacted  an  annual  franchise  tax  law  imposing  upon 
foreign  corporations  transacting  business  in  the  state  a  fran- 
chise tax  depending  in  amount  upon  the  amount  of  issued 
capital  used  by  the  foreign  corporation  in  the  state,  the  maxi- 
mum of  this  tax  being  $2,500.  Under  this  act  no  attempt  is 
made  to  reach  property  outside  the  state,  but  owing  to  the 
fact  that  foreign  corporations  are  also  taxed  upon  their  physi- 
cal property  located  in  the  state,  the  franchise  tax  imposes 
double  taxation  upon  foreign  corporations  paying  taxes  upon 
physical  property  located  in  the  state. 

Kentucky 

Both  domestic  and  foreign  corporations  transacting  business 
in  Kentucky  are  subject  to  an  annual  franchise  tax  of  30  cents 
on  each  thousand  dollars  of  capital  stock  represented  by  prop- 
erty ov^ned  and  business  done  in  Kentucky,  the  minimum 
amount  of  such  tax  being  ten  dollars.  These  corporations  are 
also  subject  to  taxation  upon  their  physical  property  located 
in  Kentucky  the  same  as  individuals.    As  the  franchise  tax  is 
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based  upon  capital  employed  in  the  state  it  is  not  a  tax  upon 
property  outside  Kentucky,  but  as  it  is  imposed  in  addition 
to  the  taxes  upon  physical  property  it  amounts  to  double 
taxation  upon  corporate  property  as  compared  with  the  taxa- 
tion of  property  of  natural  persons, 

LoxnsiANA 

No  franchise  taxes  are  imposed  upon  foreign  corporations 
by  the  state  of  Louisiana.  They  are  subject  to  the  same  license 
taxes  upon  the  business  transacted  as  individuals,  and  their 
physical  property  located  in  the  state  is  taxed  the  same  as  the 
property  of  individuals.  No  attempt  is  made  by  Louisiana  to 
reach  property  outside  the  state  or  to  subject  foreign  corpo- 
rations to  double  taxation. 

Maine 

Foreign  corporations  are  required  to  pay  only  a  nominal 
initial  fee  in  qualifying  to  transact  business  in  Maine.  No 
franchise  tax  is  imposed  upon  such  corporations  and  their 
property  is  taxed  the  same  as  the  property  of  individuals. 
This  is  another  instance  where  no  attempt  is  made  to  tax  prop- 
erty outside  the  state  and  where  corporate  property  is  not 
subjected  to  double  taxation. 

Maryland 

Only  nominal  fees  are  required  to  be  paid  by  foreign  cor- 
porations for  the  purpose  of  qualifying  to  transact  business 
in  Maryland. 

Every  foreign  corporation  except  railroad  companies,  tele- 
graph or  cable  companies,  express  or  transportation  compa- 
nies, oil  or  pipe  line  companies,  title  insurance  companies, 
electric  light  or  gas  companies,  guano,  phosphate  or  fertilizer 
companies,  electric  construction  companies,  telephone  compa- 
panies,  parlor  car  or  sleeping  ear  companies,  safe  deposit 
companies,  trust  companies,  national  banks,  life,  marine,  cas- 
ualty and  other  insurance  companies,  and  guarantee  and 
fidelity  companies,  or  any  corporation  paying  a  gross  receipt 
tax,  which  maintains  an  office  and  regularly  exercises  its  fran- 
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chises  in  Maryland,  is  required  to  pay  an  annual  franchise 
tax  based  upon  the  capital  employed  in  this  state.  This  fran- 
chise tax  law  exempts  many  classes  of  corporations  from  its 
operation,  and  as  it  is  based  upon  capital  employed  in  the  state 
cannot  be  said  to  be  a  tax  upon  property  located  outside  the 
state.  The  property  of  foreign  corporations  located  in  Mary- 
land is  taxed  the  same  as  the  property  of  individuals  and  the 
franchise  tax,  when  it  applies,  is  in  addition  to  the  property 
taxes. 

]\Iassachusetts 

Prior  to  1907,  the  State  of  Massachusetts  imposed  upon 
foreign  corporations  an  excise  tax  of  1/100  of  1%  of  the  au- 
thorized capital  of  such  foreign  companies,  the  amount  of  tax 
being  limited  to  $2,000  in  any  ease.  Foreign  companies,  how- 
ever, at  that  time  were  permitted  to  reduce  the  amount  of  this 
excise  tax  by  deducting  therefrom  the  amount  of  property 
taxes  paid  in  the  state  during  the  year  covered  by  the  excise 
tax.  In  1907,  however,  the  state  amended  its  tax  laws  increas- 
ing the  rate  of  this  excise  tax  from  1/100  of  1%  to  1/50  of 
1%  of  the  authorized  capital  and  at  the  same  time  eliminat- 
ing the  right  of  the  foreign  company  to  reduce  the  amount  of 
its  excise  tax  by  the  amount  of  property  taxes  paid.  Under 
this  amendment  the  amount  of  the  excise  tax  was  still  lim- 
ited to  $2,000  against  any  foreign  corporation  in  any  year. 

It  should  be  noted  that  this  tax  in  many  cases  is  a  burden- 
some tax  and  is  based  upon  the  authorized  capital  of  the  for- 
eign company  without  regard  to  the  amount  of  capital  em- 
ployed or  used  in  the  state.  It  would  appear  to  be  a  delib- 
erate attempt  upon  the  part  of  the  state  to  tax  property  out- 
side the  state,  thereby  securing  a  part  of  the  state's  revenue 
from  foreign  capital  over  which  the  state  can  extend  no  pro- 
tection and  has  no  jurisdiction.  The  fact  that  this  law  im- 
poses a  tax  upon  capital  outside  the  state  may  be  proved  by 
a  simple  illustration.  Take  two  foreign  corporations  each 
transacting  business  in  Massachusetts,  both  having  the  same 
amount  of  authorized  capital  and  therefore  both  paying  the 
same  amount  of  tax.     Suppose  that  one  has  all  its  property 
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located  iu  the  state  and  the  other  has  all  its  property  located 
outside  the  state.  In  the  ease  of  the  company  having  its 
property  in  the  state,  the  tax  is  upon  property  located  in  Mas- 
sachusetts, but  in  the  case  of  the  company  having  its  property 
located  outside  the  state,  the  tax  is  upon  property  located 
outside  of  ^Massachusetts.  In  other  words  the  tax  is  upon 
property  located  outside  of  Massachusetts  to  the  extent  that 
the  company  has  property  located  outside  the  state.  In  fact 
it  is  the  exception  to  the  general  rule  when  the  greater  part 
of  the  capital  of  the  foreign  company  is  not  located  outside 
the  foreign  state.  This  fact  would  seem  to  be  further  proof 
of  the  intent  of  the  act  to  reach  property  outside  the  state. 

As  this  excise  tax  is  in  addition  to  the  regular  property 
taxes  upon  property  of  the  foreign  company  located  in  the 
state,  it  is  double  taxation  upon  property  of  foreign  corpora- 
tions. 

With  the  exception  of  those  states  where  the  amount  of 
franchise  taxes  is  almost  negligible,  ]Massachusetts  is  one  of 
the  few  states  now  taxing  foreign  corporations  upon  the  au- 
thorized capital  vrithout  regard  to  the  amount  of  capital  em- 
ployed or  used  in  the  state. 

This  excise  law  was  recently  sustained  by  the  United  States 
Supreme  Court  in  the  case  heretofore  referred  to.  Subsequent 
to  this  decision  there  was  passed  by  the  legislature  of  the 
Commonwealth  of  IMassachusetts  an  amendment  to  this  law, 
effective  July  1,  1914,  removing  the  $2,000  limitation  to  this 
tax,  so  as  to  tax  v/ithout  limitation  the  authorized  capital  of 
foreign  companies  transacting  business  in  IMassachusetts.  It 
vx'ould  therefore  seem  to  follow  that  the  decision  of  the  United 
States  Supreme  Court  in  the  Wliite  Dental  IManufacturing 
Company  case  led  to  further  taxation  of  authorized  capital 
of  foreign  companies  by  the  Commonwealth  of  Massachusetts. 
Til  is  illustrates  the  danger  of  sustaining  a  tax  act  wrong 
in  principle  even  though  it  be  reasonable  in  the  amount  of  tax 
imposed.  If  a  principle  to  tax  is  sustained  it  is  a  compara- 
tively easy  matter  to  increase  the  rate  or  to  remove  any  limi- 
tation thereiiy  converting  a  tax  reasonable  in  amount  into  a 
tax  that  is  unreasonable  and  burdensome.    It  is  manifest  that 
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a  tax  upon  property  outside  the  jurisdiction  of  the  taxing 
district  is  wrong  in  principle  and  the  mere  fact  that  the  tax 
is  reasonable  in  amount  should  not,  in  the  opinion  of  the 
writer  of  this  paper,  be  sufficient  to  enable  the  people  to  coun- 
tenance such  a  tax. 

Prior  to  the  1914  amendment  to  this  law,  as  above  stated, 
the  rate  was  1/50  of  1%  upon  the  total  authorized  capital 
stock  but  the  amount  of  tax  was  limited  to  $2,000.  In  other 
words  the  authorized  capital  was  taxed  only  up  to  $10,000,000. 
The  1914  amendment  provides  for  an  additional  tax  of  1/100 
of  1%  upon  the  authorized  capital  in  excess  of  $10,000,000, 
so  that  the  excise  tax  law  as  amended  now  provides  for  the 
annual  taxation  of  the  entire  authorized  capital  of  foreign 
corporations  transacting  business  in  that  state.  Under  the 
present  law  a  foreign  company  having  an  authorized  capital 
of  say  $100,000,000,  although  only  a  small  percentage  thereof 
might  be  used  in  IMassaehusetts,  would  be  required  to  pay  an 
annual  franchise  tax  of  $11,000.  Now  there  are  49  corporate 
franchise  taxing  districts  in  the  United  States  including  the 
District  of  Columbia,  and  if  each  taxing  district  should  enact 

franchise  tax  laws  like  the  present  law  of  the  state  of 
IMassachusetts,  a  foreign  company  having  an  authorized  capi- 
tal of  $100,000,000,  transacting  business  in  all  such  states, 
would  be  required  to  pay  annually  franchise  taxes  aggregat- 
ing over  one-half  million  dollars  in  addition  to  the  regular 
property  taxes  assessed  upon  all  property,  or  in  other  words 
the  whole  authorized  capital  would  be  taxed  49  times  in  addi- 
tion to  the  taxes  imposed  by  the  49  jurisdictions  upon  the 
real  estate  and  personal  property  of  the  corporation.  jMore 
than  this  there  is  no  assurance  that  Massachusetts  has  yet 
reached  the  limit  of  the  amount  she  will  exact  from  foreign 
capital  for  the  privilege  of  doing  corporate  business  in  that 
state. 

I  believe  it  to  be  a  fact  that  this  is  an  age  of  extravagance 
and  ineconomy  when  the  amount  of  taxes  is  constantly  in- 
creasing. Therefore  if  this  state  is  to  be  sustained  in  this  tax, 
unjust  and  inequitable  in  principle,  is  it  not  possible  and 
even  probable,  that  in  the  constantly  increasing  need  of  more 
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revenue,  this  present  rate  may  be  increased  from  time  to  time, 
becoming  more  and  more  burdensome  and  finally  prohibitive, 
thereby  driving  the  capital  of  foreign  corporations  from  the 
state. 

Michigan 

For  qualifying  to  transact  business  in  the  state  of  Michigan 
foreign  corporations  are  required  to  pay  an  initial  franchise 
fee  of  one-half  a  mill  on  each  dollar  of  the  proportion  of  the 
authorized  capital  stock  represented  by  the  property  owned 
and  used  and  business  transacted  in  Michigan.  There  is  no 
annual  franchise  tax  imposed  upon  foreign  corporations  by  the 
state  of  i\lichigan.  The  property  of  foreign  corporations  lo- 
cated in  the  state  is  taxed  the  same  as  property  of  individuals. 
There  is  no  attempt  whatever  to  tax  property  beyond  the 
jurisdiction  of  the  state  or  to  subject  foreign  capital  to  double 
taxation. 

While  the  tax  laws  in  Michigan  appear  to  be  perfectly  fair 
and  equitable,  so  far  as  the  taxation  of  foreign  capital  is  con- 
cerned, there  is  a  law  in  force  in  that  state  requiring  the  for- 
eign corporation  to  file  each  year  a  list  of  all  its  stockholders. 
This  requirement  appears  to  be  inquisitorial  and  objection- 
able. Under  this  law  the  foreign  company  is  required  to  file 
a  complete  list  of  all  its  stockholders,  giving  the  name  and 
post  office  address  of  each  and  the  number  of  shares  of  stock 
held  by  each  stockholder.  It  is  obvious  that  shares  of  stock 
in  foreign  corporations  held  by  residents  of  the  state  of  Michi- 
gan are  taxable  by  that  state,  although  the  taxation  of  corpo- 
rate stock  to  the  individual,  in  addition  to  the  taxation  of  the 
corporate  property  to  the  corporation,  is  double  taxation.  But 
it  is  just  as  obvious  that  shares  of  stock  in  foreign  corpora- 
tions held  by  non-residents  of  the  state  of  Michigan  are  not 
taxable  by  that  state,  and  we  do  not  find  that  the  state  has 
attempted  to  tax  such  non-resident  shareholders.  We  can, 
therefore,  easily  understand  the  right  of  the  state  to  secure 
from  foreign  corporations  a  list  of  shareholders  of  such  for- 
eign companies  residing  in  the  state  of  Michigan,  but  what 
right  the  state  has,  or  claims  to  have,  to  a  list  of  shareholders 
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of  a  foreign  company  residing  outside  the  jurisdiction  of  the 
state,  we  have  been  unable  to  ascertain.  We  believe  that  this 
inquisitorial  legislation  has  done  as  much  to  keep  foreign  capi- 
tal out  of  Michigan  as  vicious  tax  laws  have  done  in  other 
states.  We  believe  this  law  should  be  amended  so  as  to  require 
foreign  corporations  to  furnish,  instead  of  a  list  of  all  their 
stockholders,  a  list  of  only  such  stockholders  residing  in  the 
state  of  Michigan. 

Minnesota 

For  the  privilege  of  transacting  business  in  Minnesota  for- 
eign corporations  are  required  to  pay  an  initial  franchise  fee 
based  upon  the  proportion  of  the  capital  stock  represented  by 
property  located,  and  business  transacted  in  the  state.  No  an- 
nual franchise  tax  is  imposed  upon  foreign  corporations  for 
the  privilege  of  transacting  business  in  the  state  and  the  prop- 
erty of  such  companies  is  taxed  the  same  as  the  property  of 
individuals.  It  is  manifest  that  under  the  present  laws  of 
Minnesota  no  attempt  is  made  to  tax  property  outside  the  state 
or  to  subject  foreign  corporations  to  double  taxation. 

Mississippi 

Only  a  nominal  recording  fee  is  imposed  upon  foreign  cor- 
porations by  the  state  of  Mississippi  for  the  privilege  of  trans- 
acting business  in  that  state.  There  is  no  annual  franchise 
tax  imposed  by  the  laws  of  this  state.  The  property  of  for- 
eign corporations  is  assessed  and  taxed  the  same  as  the  prop- 
erty of  individuals.  No  attempt  is  made  by  this  state  to  tax 
property  located  in  other  jurisdictions  or  to  subject  corporate 
property  of  foreign  companies  to  double  taxation. 

Missouri 

Foreign  corporations  at  the  time  of  admission  to  the  state 
are  required  to  pay  an  initial  franchise  fee  based  upon  the  pro- 
portionate part  of  the  capital  stock  represented  by  business  in 
Missouri,  the  rate  of  tax  being  the  same  as  the  rate  of  tax  im- 
posed upon  domestic  companies.  Property  of  foreign  com- 
panies located  in  the  state  is  taxed  the  same  as  the  property 
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of  individuals.  No  annual  franchise  tax  is  imposed  upon 
foreign  companies.  IMore  than  this  the  shares  of  stock  of  man- 
ufaeturing  and  business  companies  owned  by  individuals  re- 
siding in  ^lissouri  are  not  taxed  to  the  individuals.  There 
would  appear  to  be  no  objectionable  features  in  the  tax  laws 
of  this  state  as  applied  to  foreign  companies,  there  being  no 
attempt  at  dovible  taxation  or  to  tax  property  outside  of  the 
state. 

Montana 

Under  the  laws  of  Montana  the  initial  franchise  tax  imposed 
for  the  privilege  of  transacting  business  as  a  foreign  corpora- 
tion is  in  many  cases  prohibitive.  This  tax  is  based  upon  the 
authorized  capital  without  regard  to  the  capital  used  or  busi- 
ness done  in  the  state.    Such  tax  is  graduated  as  follows : 

Authorized  capital  up  to  $100,000 fifty  cents  per  .$1000 

Additional  autliorized  capital  from  $100,000  to  $250,000 

forty  cents  per    1000 

Additional     authorized     capital     from     $250,000     to 

$500,000 thirty  cents  per      1000 

Additional     authorized     capital     from     $500,000     to 

$1,000,000 twenty  cents  per    1000 

Additional  authorized  capital  over  $1,000,000 

ten  cents  per    1000 

Under  this  law  a  foreign  corporation  having  an  authorized 
capital  of  $100,000,000  for  example,  even  though  a  very  small 
part  thereof  were  employed  in  the  state  of  Montana  would  be 
subjected  to  an  initial  franchise  tax  amounting  to  over  $10,000, 
which  might  easily  exceed  the  profits  in  the  state  of  ^Montana 
of  the  foreign  company  for  all  time.  In  addition  to  this  initial 
franchise  fee  foreign  companies  are  required  to  pay  the  same 
fees  in  case  the  authorized  capital  is  increased,  upon  the  amount 
of  such  increase  even  though  no  part  of  such  increase  is  used 
in  the  state  of  Montana.  As  a  general  rule  only  a  small  por- 
tion of  the  capital  of  a  foreign  corporation  is  used  in  a  state 
other  than  the  state  of  the  domicile  of  the  company.     There- 
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fore  a  law  imposing  a  tax  upon  the  authorized  capital  as  be- 
fore stated  would  appear  to  be  an  attempt  to  tax  property 
outside  the  jurisdiction  of  the  state.  This  law  was  repudiated 
by  the  supreme  court  of  Montana  as  applied  to  a  public  service 
corporation  in  the  case  of  Chicago,  iMilwaukee  &  St.  Paul  Rail- 
w^ay  Company  v.  Swindlehurst,  47  Mont.  119,  where  it  was  held 
that  the  law  did  not  apply  to  a  public  utilities  corporation  seek- 
ing admission  to  transact  business  in  the  state.  The  railroad 
company  in  this  case  was  admitted  to  the  state  upon  the  pay- 
ment of  a  nominal  recording  fee.  Later,  in  the  case  of  State 
ex  rel  General  Electric  Company  v.  Alderson,  the  law  was  sus- 
tained as  applied  to  a  private  business  corporation,  the  court 
holding  that  this  company  must  pay  a  franchise  tax  of 
$10,322.86  upon  its  entire  authorized  capital  of  $105,000,000 
for  the  privilege  of  transacting  a  local  business  in  Montana. 
Tlie  law  as  now  construed  appears  to  be  that  public  utilities 
corporations  may  secure  a  license  to  transact  intrastate  busi- 
ness in  Montana  upon  the  payment  of  a  nominal  recording  fee 
of  a  few  dollars  whereas  other  corporations  must  submit  to  a 
tax  upon  their  whole  authorized  capital  in  order  to  secure 
such  license.  The  law,  therefore,  directly  discriminates 
against  private  business  corporations  of  other  states,  with  the 
probable  result  of  keeping  a  great  deal  of  such  capital  out  of 
the  state  of  Montana.  As  this  burdensome  initial  franchise 
tax  is  in  addition  to  the  regular  property  taxes,  it  is,  of  course, 
double  taxation  upon  corporate  property. 

Nebraska 

Under  the  literal  wording  of  the  laws  of  Nebraska  relating 
to  foreign  corporations  such  companies  would  appear  to  be 
required  to  pay  both  an  initial  and  annual  franchise  tax  based 
upon  the  entire  paid  up  and  subscribed  capital  stock  of  the 
foreign  company.  Under  the  construction  of  these  laws,  how- 
ever, by  the  office  of  the  attorney  general  of  the  state,  foreign 
companies  are  permitted  to  base  their  franchise  taxes  upon  the 
capital  used  in  the  state.  As  construed  by  the  office  of  the 
attorney  general  these  laws  do  not  impose  a  tax  upon  property 
outside  the  jurisdiction  of  the  state  of  Nebraska.    In  addition 
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to  these  franchise  taxes,  foreign  companies  appear  to  be  taxed 
upon  their  property  located  in  the  state,  the  same  as  individ- 
uals. 

Nevada 

Under  the  corporate  laws  of  the  state  of  Nevada,  approved 
March  20,  1907,  it  is  provided  in  substance  that  foreign  cor- 
porations shall  pay  upon  securing  a  license  to  transact  business 
in  that  state  an  initial  franchise  tax  of  ten  cents  for  each 
thousand  dollars  of  the  total  authorized  capital  stock.  At  this 
rate  a  foreign  corporation  with  an  authorized  capital  of 
$100,000,000  would  be  required  to  pay  an  initial  fee  amount- 
ing to  $10,000,  although  such  foreign  company  might  desire  to 
invest  only  a  small  amount  of  capital  in  that  state.  As  this 
tax  is  based  upon  the  authorized  capital  without  regard  to  the 
amount  of  capital  invested  in  the  state  it  is  objectionable  upon 
the  ground  of  being  a  tax  upon  property  outside  the  state  of 
Nevada.  The  same  fee  is  charged  upon  the  amount  of  increase 
in  ease  the  authorized  capital  of  the  foreign  company  is  in- 
creased at  any  time.  As  the  increase  in  the  authorized  capital 
of  a  foreign  corporation  has  no  relation  to  the  amount  of  cap- 
ital employed  in  a  foreign  state  a  tax  upon  such  increase  is  in 
part  at  least,  a  tax  upon  property  located  outside  the  state's 
jurisdiction. 

No  annual  franchise  tax  is  imposed  upon  foreign  corpora- 
tions but  their  property  in  Nevada  in  addition  to  the  initial 
fees  mentioned  is  taxed  the  same  as  other  property. 

New  Hampshire 

With  the  exception  of  corporations  of  a  quasi-public  nature 
there  are  no  provisions  in  the  New  Hampshire  laws  for  sub- 
jecting foreign  corporations  to  franchise  taxes.  Their  prop- 
erty is  taxed  the  same  as  the  property  of  individuals.  There 
would  appear  to  be  no  discrimination  whatever  in  this  state 
against  property  on  account  of  its  corporate  ownership,  and 
no  attempts  to  tax  property  outside  the  state. 
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New  Jersey 

There  is  a  nominal  fee  of  $10.00  charged  as  an  initial  fee 
for  securing  a  license  to  transact  business  in  New  Jersey  as  a 
foreign  corporation.  There  is  a  retaliatory  provision,  however, 
that  provides  that  this  nominal  fee  shall  only  apply  to  cor- 
porations created  under  laws  of  state  which  do  not  exact  a 
larger  initial  franchise  fee  from  a  New  Jersey  corporation. 
Corporations  of  states  exacting  a  larger  fee  or  tax  are  required 
to  pay  the  same  amount  for  the  privilege  of  carrying  on  busi- 
ness in  New  Jersey  as  a  New  Jersey  corporation  would  have 
to  pay  in  such  states. 

No  annual  franchise  tax  is  imposed  upon  foreign  corpora- 
tions by  the  state  of  New  Jersey  and  their  property  in  the 
state  is  taxed  in  substantially  the  same  manner  as  other  prop- 
erty. 

New  Mexico 

For  the  privilege  of  transacting  business  in  New  Mexico 
foreign  corporations  are  required  to  pay  an  initial  franchise 
tax  of  ten  cents  upon  each  one  thousand  dollars  of  authorized 
capital.  A  tax  is  also  imposed  upon  the  amount  of  increase 
in  case  the  authorized  capital  of  a  foreign  corporation  is  in- 
creased. There  is  no  annual  franchise  tax  and  the  property  of 
such  foreign  companies  is  taxed  as  other  property.  These  tax 
laws  not  only  result  in  double  taxation  upon  corporate  prop- 
erty in  the  state,  but  being  upon  the  authorized  capital  amount 
to  taxation  upon  property  outside  the  jurisdiction  of  the  state. 

New  York 

For  securing  a  license  to  transact  business  in  the  state  of 
New  York  foreign  corporations  are  required  to  pay  an  initial 
franchise  fee  of  one-eighth  of  one  per  centum  computed  upon 
the  basis  of  the  capital  stock  employed  in  the  state. 

There  is  also  an  annual  franchise  tax  imposed  upon  such 
foreign  companies  based  upon  that  proportion  of  the  issued 
capital  stock  as  the  gross  assets  employed  in  any  business  with- 
in the  state  bear  to  the  gross  assets  wherever  employed  in  busi- 
ness.    Laundering,  manufacturing  and  mining  corporations 
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having  at  least  forty  per  centum  of  their  capital  stock  invested 
in  property  in  the  state  are  exempt  from  payment  of  such 
annual  franchise  tax.  This  is  not  an  exemption  from  taxation 
as  such  laundering,  manufacturing  and  mining  companies  are 
taxable  upon  their  property  located  in  the  state.  It  is,  how- 
ever, an  exemption  from  double  taxation  to  such  companies  as 
they  are  not  subjected,  if  they  invest  forty  per  centum  of  their 
capital  in  the  state,  to  taxation  both  upon  their  property  and 
franchises. 

North  Carolina 

Foreign  corporations  in  order  to  legally  qualify  to  transact 
business  in  North  Carolina  are  required  to  pay  an  initial 
license  or  franchise  tax  based  upon  the  authorized  capital,  but 
limited  to  $100  in  any  case.  There  is  also  an  annual  franchise 
tax  of  1/15  of  17c  upon  the  proportion  of  the  subscribed  or 
issued  and  outstanding  capital  stock  represented  by  property 
owned  and  used  and  business  transacted  in  the  state.  These 
taxes  appear  to  be  in  lieu  of  property  taxes.  It  would  there- 
fore appear  that  property  of  foreign  corporations  is  not  sub- 
ject to  double  taxation  in  North  Carolina  and  that  no  attempt 
is  made  to  reach  any  substantial  amount  of  property  outside 
the  state.  The  present  tax  law  of  North  Carolina  was  enacted 
in  1913  and  appears  to  be  a  model  in  the  elimination  of  double 
taxation  and  also  in  the  elimination  of  any  attempt  to  tax 
property  not  within  the  jurisdiction  of  the  taxing  district. 

North  Dakota 

Only  nominal  fees  are  required  of  foreign  corporations  for 
the  privilege  of  securing  a  license  to  transact  business  in  North 
Dakota.  No  annual  franchise  tax  is  imposed  upon  such  cor- 
porations and  their  property  located  in  the  state  is  taxed  the 
same  as  other  property.  Corporate  property  located  in  this 
state  therefore  is  not  subjected  to  double  taxation  and  no 
attempt  is  made  to  tax  the  property  of  such  companies  located 
outside  the  state. 
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Ohio 

For  the  privilege  of  exercising  their  franchises  in  Ohio  for- 
eign corporations  are  required  to  pay  an  initial  franchise  tax 
of  1/10  of  1%  upon  the  proportion  of  the  authorized  capital 
represented  by  property  owned  and  used  and  business  trans- 
acted in  the  state. 

There  is  also  an  annual  franchise  tax  of  3/20  of  1%  im- 
posed upon  such  companies  based  upon  that  proportion  of  the 
authorized  capital  which  the  property  and  business  in  the  state 
bear  to  the  entire  property  and  business  of  such  foreign  cor- 
porations. 

Stockholders  in  foreign  companies  residing  in  Ohio  are  also 
taxed  upon  the  share  stock. 

The  physical  property  of  foreign  corporations  located  in 
Ohio  is  taxed  the  same  as  the  physical  property  of  individuals. 

As  the  franchise  taxes  imposed  by  this  state  are  in  addition 
to  the  taxes  upon  the  physical  property  corporations  are  sub- 
jected to  double  taxation  by  this  state,  and  in  addition  to  this 
double  taxation  system  their  stock  is  taxed  to  resident  holders 
of  that  state.  As  a  tax  upon  the  share  capital  is  a  tax  upon 
the  corporate  property,  it  would  appear  that  corporate  prop- 
erty in  Ohio  is  taxed  substantially  three  times  under  the  pres- 
ent law,  whereas  the  property  of  individuals  is  only  taxed  once. 
The  franchise  tax  law  of  Ohio,  however,  makes  no  attempt  to 
tax  property  outside  the  state 's  jurisdiction,  but  it  does  result 
in  double  taxation  of  corporate  property  in  that  state. 

Oklahoma. 

An  initial  license  fee  based  upon  the  entire  authorized  cap- 
ital stock  is  required  to  be  paid  by  foreign  corporations  for 
the  privilege  of  transacting  business  in  that  state. 

The  annual  license  tax,  however,  is  based  upon  the  capital 
emloyed  in  the  state.  It  would  therefore  appear  that  while  the 
initial  fee  is  an  attempt  to  tax  property  outside  the  state,  the 
annual  fee  is  upon  property  only  located  and  used  in  the  state 
of  Oklahoma. 
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The  property  of  foreign  corporations  located  in  the  state  is 
taxed  the  same  as  property  of  individuals  and  therefore  sub- 
jected to  both  a  property  and  franchise  tax. 

Oregon 

A  nominal  recording  fee  of  $50  is  payable  to  the  secretary 
of  state  by  any  foreign  company  seeking  admission  to  the  state 
of  Oregon. 

There  is  also  an  annual  franchise  tax  based  upon  the  amount 
of  authorized  capital,  the  maximum  amount  of  such  tax  under 
the  present  laws  being  $200.00  per  annum. 

Physical  property  located  in  the  state  is  taxed  substantially 
the  same  as  similar  property  of  individuals. 

Pennsylvania 

Only  nominal  fees  are  charged  foreign  companies  at  the 
time  of  qualifying  to  transact  business  in  Pennsylvania. 

In  lieu  of  annual  franchise  taxes  a  capital  stock  tax  of  5 
mills  is  imposed  upon  the  capital  of  foreign  companies  repre- 
sented by  property  located  in  the  state.  Property  of  manu- 
facturing corporations  actually  used  in  manufacturing  in 
Pennsylvania  is  exempt  from  this  tax.  Real  estate  of  business 
corporations  is  not  taxed  for  state  purposes,  but  is  taxed  where 
situated  for  local  purposes.  The  capital  stock  tax  appears  to 
be  in  lieu  of  taxes  upon  personal  property  of  corporations. 
Pennsylvania  does  not  single  out  corporate  property  and  sub- 
ject it  to  double  taxation  by  requiring  it  to  pay  both  prop- 
erty and  franchise  taxes. 

Rhode  Island 

Only  nominal  initial  fees  are  imposed  by  the  state  of  Rhode 
Island  upon  foreign  corporations  seeking  admission  to  the 
state. 

There  is  a  corporate  excess  tax  imposed  by  the  state  upon 
both  domestic  and  foreign  corporations  transacting  business 
in  that  state.  The  securities  of  the  corporations  liable  to  this 
tax  are  exempt  in  the  hands  of  the  holder. 
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Generally  speaking,  this  corporate  excess  represents  the 
difference  between  the  fair  cash  value  of  the  stocks,  bonds, 
debentures  and  other  indebtedness  incurred  for  the  acquisi- 
tion of  physical  property  and  the  value  of  the  real  estate  and 
tangible  personal  property  of  the  corporation.  The  amount 
thus  determined  represents  the  intangible  value  attributable 
to  the  corporation,  and  in  the  case  of  foreign  corporations  the 
amount  of  such  corporate  excess  taxable  in  Rhode  Island  is 
determined  by  the  ratio  between  the  total  value  of  real  estate 
and  tangible  personal  property  owned  by  the  corporation  and 
the  real  estate  and  tangible  personalty  located  within  the  state. 
This  tax  is  intended  to  be  upon  intangible  value  when  such 
value  exists.  The  law  assumes  that  the  physical  property  of 
foreign  corporations  has  been  taxed  at  its  full  value  and  allows 
deductions  for  the  full  value  of  such  property.  It  follows  that 
there  can  be  no  corporate  excess  unless  the  value  of  the  stocks, 
bonds,  debentures  and  other  indebtedness  for  physical  prop- 
erty exceeds  the  actual  value  of  physical  property  witJiout  and 
the  assessed  value  of  such  property  within  the  state.  As 
applied  to  foreign  corporations  it  cannot  be  said  to  be  upon 
property  situated  outside  the  state  of  Rhode  Island. 

This  law,  of  course,  does  not  apply  to  individuals,  but  as  the 
intangible  property  of  corporations  is  not  otherwise  assessed 
in  the  state,  and  the  securities  of  corporations  liable  to  the 
corporate  excess  tax  are  exempt  in  the  hands  of  the  holder,  and 
as  other  intangible  property  of  individuals  is  assessed  to  the 
individual  locally  and  taxed  at  the  same  rate  which  is  imposed 
on  the  corporate  excess  of  the  corporation,  it  follows  that  this 
tax  is  in  lieu  of  all  other  taxes  upon  the  securities  of  such 
corporations.  No  attempt,  therefore,  is  made  by  the  State  of 
Rhode  Island  to  discriminate  against  corporate  property  in 
that  state  or  to  impose  taxes  upon  property  located,  or  business 
transacted,  outside  the  state. 

South  Carolina 

Only  nominal  initial  fees  are  charged  foreign  companies  for 
the  privilege  of  transacting  business  in  South  Carolina  and  the 
annual  franchise  tax  is  based  upon  the  capital  employed  in  the 
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state.     All  property  of  foreign  corporations  located  in  the 
state  is  subjcet  to  taxation  in  addition  to  such  franchise  taxes. 

South  Dakota 

Nominal  initial  fees  only  are  imposed  upon  foreign  corpora- 
tions by  the  state  of  South  Dakota  for  the  privilege  of  exer- 
cising the  corporate  franchise  in  the  state  and  no  annual  fran- 
chise taxes  are  imposed  upon  such  companies. 

Corporate  property  is  taxed  the  same  as  other  proerty  lo- 
cated in  South  Dakota.  This  state  does  not  attempt  to  tax 
property  outside  its  jurisdiction  nor  to  impose  upon  corporate 
property  double  taxation. 

Tennessee 

In  the  state  of  Tennessee,  foreign  corporations  are  taxed 
upon  their  authorized  capital  when  they  seek  admission  to  the 
state  and  annually  thereafter,  the  maximum  amount  of  the 
initial  tax  being  $1,500,  and  the  maximum  amount  of  the  an- 
nual tax  being  $150. 

The  property  of  such  companies  located  in  the  state  is  taxed 
the  same  as  other  property  in  addition  to  such  franchise  taxes. 
The  amount  of  franchise  taxes  involved  under  the  present  laws 
of  Tennessee  is  not  large,  but  the  taxing  principle  is  wrong 
as  it  imposes  a  tax  upon  property  outside  the  state  of  Ten- 
nessee, and  subjects  corporate  property  in  the  state  to  double 
taxation, 

Texas 

Under  the  laws  of  Texas  foreign  corporations  are  subjected 
to  franchise  taxes  based  upon  their  authorized  capital  without 
regard  to  the  amount  of  capital  employed  in  the  state.  Such 
taxes  upon  the  authorized  capital  are  imposed  at  the  time  of 
qualifying  to  transact  business  in  the  state  and  annually  there- 
after. These  taxes  are  in  addition  to  the  regular  property 
taxes  and  are  therefore  objectionable  for  the  reasons  herein 
stated  concerning  similar  taxes  of  other  states. 
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Utah 

The  franchise  taxes  imposed  by  the  state  of  Utah  upon 
foreign  companies  although  reasonable  in  amount  are  based 
upon  the  authorized  capital  and  for  that  reason  are  wrong  in 
principle.  The  initial  franchise  tax  might  be  prohibitive  to  a 
foreign  corporation  with  a  large  authorized  capital,  but  the 
annual  fee  at  present  has  a  maximum  of  $50. 

Vermont 

Both  foreign  and  domestic  corporations  are  required  to  pay 
nominal  initial  fees  for  exercising  the  corporate  franchises  in 
Vermont. 

The  annual  franchise  taxes  of  both  foreign  and  domestic 
companies  are  based  upon  the  total  capital  without  regard  to 
the  amount  employed  or  used  in  the  state,  but  such  taxes  are 
now  limited  to  a  nominal  amount  and  are  therefore  not  burden- 
some. 

In  addition  to  these  franchise  taxes  corporations  transact- 
ing business  in  this  state  are  subject  to  the  usual  property  taxes 
the  same  as  individuals. 

Virginia 

Foreign  corporations  when  they  obtain  from  the  state  cor- 
poration commission  a  certificate  of  authority  to  do  business 
in  Virginia  are  required  to  pay  an  entrance  fee  based  upon  the 
authorized  capital,  the  maximum  of  which  fee  is  $5,000.00.  And 
in  case  the  authorized  capital  is  increased  a  corresponding  fee 
is  required  upon  the  difference  between  the  amount  of  author- 
ized capital  already  paid  on  and  the  amount  to  which 
the  capital  has  been  increased.  As  these  taxes  are  based  upon 
the  authorized  capital  without  regard  to  capital  used  in  Vir- 
ginia they  necessarily  impose  a  burden  upon  capital  outside  the 
state. 

There  is  an  annual  registration  fee  imposed  upon  foreign 
companies  by  this  state  based  upon  the  authorized  capital, 
which  at  present  is  negligible  in  amount. 
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Property  of  corporations  is  taxed  substantially  the  same  as 
property  of  individuals  but  the  shares  of  stock  are  not  taxed 
to  the  indi\ddual  holder. 

Washington 

Only  nominal  fees  are  imposed  upon  foreign  corporations  by 
the  state  of  Washington,  the  initial  fees  being  nominal  and  the 
annual  franchise  tax  being  $15.00. 

Corporate  property  in  this  state  is  assessed  substantially 
upon  the  same  basis  as  other  property  and  where  the  property 
of  the  corporation  is  assessed,  the  shares  of  stock  are  not  tax- 
able in  the  hands  of  the  holders. 

This  state  would  appear  to  be  entirely  free  from  tax  laws 
resulting  in  discrimination  against  corporate  property. 

West  Virginia 

Nominal  fees  are  imposed  upon  foreign  corporations  by  the 
state  of  West  Virginia  upon  qualifying  to  transact  business  in 
that  state. 

There  is  also  an  annual  license  tax  imposed  upon  such  com- 
panies based  upon  the  proportion  of  the  capital  stock  repre- 
sented by  property  of  the  foreign  companies  located  in  West 
Virginia. 

Physical  property  of  such  coi-porations  is  taxed  in  the  state 
the  same  as  property  of  natural  persons. 

Wisconsin 

At  the  time  of  qualifying  to  transact  business  in  Wisconsin, 
each  foreign  corporation  is  required  to  pay  a  franchise  tax  of 
$25.00  and  $1.00  additional  for  each  $1,000  of  capital  over 
and  above  $25,000,  which  the  company  employs  in  the  State 
of  Wisconsin.  In  case  the  amount  of  capital  employed  in  the 
state  is  increased  a  corresponding  tax  is  assessed  upon  such 
increase.    There  is  no  annual  franchise  tax. 

The  real  estate  and  tangible  personal  property  of  foreign 
companies,  located  in  AVisconsin  are  taxed  the  same  as  like 
property  of  individuals,  and  shares  of  stock  in  corporations 
which  are  taxed  on  their  property  are  exempt  from  taxation 
in  the  hands  of  the  holders. 
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It  should  here  be  noted  that  the  State  of  Wisconsin  makes 
no  attempt  to  tax  property  located  outside  the  state;  to  sub- 
ject corporate  property  to  double  taxation,  or  to  discriminate 
in  any  way  against  corporate  property.  It  is  probable  that  no 
other  state  has  more  equitable  tax  laws  concerning  the  taxation 
of  foreign  corporations  than  the  State  of  Wisconsin. 

Wyoming 

In  addition  to  the  nominal  recording  fees  foreign  corpora- 
tions at  the  time  of  qualifying  to  transact  business  in  the  State 
of  Wyoming  are  required  to  pay  an  initial  license  or  franchise 
tax  based  upon  the  authorized  capital  as  follows :  A  foreign 
corporation  having  an  authorized  capital  of  more  than 
$100,000,  the  sum  of  $25.00  and  25  cents  for  each  $1,000  of 
authorized  capital  in  excess  of  $100,000.  A  foreign  company 
with  an  authorized  capital  of  say  $100,000,000,  would  be  re- 
quired under  the  Wyoming  laws  to  pay  an  initial  franchise 
tax  amounting  to  $25,000,  which  might  easily  be  prohibitive 
as  in  excess  of  all  profits  which  the  company  might  make  in 
the  state.  No  annual  franchise  or  license  tax  is  imposed  by  the 
state  and  real  estate  and  tangible  personal  property  of  cor- 
porations, located  in  the  state,  are  taxed  the  same  as  like  prop- 
erty of  individuals,  but  shares  of  stock  of  corporations  are  not 
taxed  to  the  individual  holders  thereof. 

Resume 

From  the  brief  review  which  I  have  been  able  to  make  of 
the  tax  laws  of  the  different  states  regarding  the  taxation  of 
foreign  corporations,  it  is  noted,  that  in  the  legerdemain  of 
taxation  of  foreign  capital  three  general  schemes  are  mainly 
pursued,  viz. : 

1— The  taxation  of  both  the  corporate  franchise  and  the 
corporate  property. 

2— The  taxation  of  the  corporate  property  in  lieu  of  the 
taxation  of  the  corporate  franchise. 

3— The  taxation  of  the  corporate  franchise  in  lieu  of  the 
taxation  of  the  corporate  property. 
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In  some  of  the  states  where  franchise  taxation  is  indulged 
in,  the  amount  of  the  franchise  tax  depends  upon  the  amount 
of  authorized  capital,  thereby,  as  already  shown,  subjecting 
property  located  outside  the  jurisdiction  of  the  taxing  district 
to  taxation. 

In  a  comparatively  large  number  of  states  the  foreign  com- 
pany is  subjected  to  double  taxation  by  being  required  to  pay 
both  franchise  and  property  taxes. 

More  than  this,  there  are  instances  where  corporate  property 
is  subjected  to  still  greater  and  additional  tax  burdens  by  a 
tax  upon  the  corporate  shares  in  the  hands  of  the  individual 
holders.  This  tax  upon  the  corporate  shares  is  sometimes  im- 
posed even  after  the  corporation  has  been  subjected  to  both 
franchise  and  property  taxes. 

Remedial  tax  laws  are  necessary  in  a  number  of  states  if 
we  are  to  avoid  discrimination  against  the  property  of  foreign 
corporations.  It  would  seem  that  the  following  suggestions 
would  be  beneficial  in  reaching  that  result : 

First— Provide  for  the  taxation  of  all  corporate  property 
by  the  state  where  the  property  is  located.  This  may  be  equit- 
ably accomplished  by  means  of  a  property  tax  imposing  upon 
corporate  property  the  same  tax  that  is  imposed  upon  property 
of  natural  persons  similarly  situated,  or  by  a  franchise  tax 
imposed  in  lieu  of  a  property  tax  at  an  equitable  rate  upon 
that  part  of  the  capital  of  the  company  represented  by  prop- 
erty located  in  the  taxing  state.  It  is  obvious  that  a  tax  upon 
the  corporate  property  at  the  general  property  rate,  together 
with  a  tax  upon  the  corporate  franchise  at  an  arbitrary  rate 
amounts  to  double  taxation  and  discrimination  against  cor- 
orate  property.  For  this  reason  those  states  that  are  imposing 
both  property  and  franchise  taxes  upon  foreign  corporations, 
should  amend  their  tax  laws,  by  selecting  one  method  or  the 
other  so  as  to  avoid  discrimination  between  the  property  of 
corporations  and  the  property  of  natural  persons.  This  dis- 
crimination may  be  reasonably  avoided  by  permitting  the 
corporation  to  deduct  from  the  amount  of  a  reasonable  fran- 
chise tax,  the  amount  paid  for  property  taxes  in  the  district 
imposing  the  franchise  tax. 
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Second — In  case  it  is  found  more  practicable  to  impose  upon 
corporations  a  franchise  tax  instead  of  a  property  tax,  such 
franchise  tax  should  in  all  cases  be  based,  not  upon  the  author- 
ized capital,  but  upon  that  proportion  of  the  capital  repre- 
sented by  the  corporate  operations  carried  on  in  the  state,  so  as 
to  avoid  the  taxation  of  property  located  outside  the  taxing 
district  and  multiplicity  of  taxation  of  the  same  property. 
Therefore  all  states  imposing  franchise  taxes  based  upon  the 
authorized  capital  should  repeal  or  amend  their  tax  laws  for 
the  purpose  of  avoiding  that  result. 

Third— It  is  obvious  that  the  taxation  of  corporate  shares 
in  the  hands  of  the  holders  of  such  shares  in  cases  where  the 
corporate  property  represented  by  such  shares  is  taxed,  results 
in  the  taxation  of  the  same  property  both  to  the  individual 
shareholders  and  to  the  corporation.  In  order  to  avoid  this 
particular  double  taxation,  it  would  appear  that  all  laws  im- 
posing a  tax  upon  corporate  shares  in  the  hands  of  the  holders, 
should  be  repealed  in  all  cases  where  the  corporate  property 
representing  such  shares  is  duly  taxed. 

4 — In  making  these  recommendations  concerning  the  taxa- 
tion of  foreign  corporations,  I  do  not  overlook  the  fact  that 
some  expense  is  incurred  by  the  foreign  corporation  depart- 
ment in  each  state  incident  to  the  qualifying  of  the  foreign 
company  to  transact  business  in  the  foreign  state.  It  would, 
therefore,  appear  that  foreign  companies  should  not  object  to 
paying  in  addition  to  the  taxes  herein  recommended  the  nom- 
inal recording  and  filing  fees  imposed  for  the  purpose  of  meet- 
ing such  expense.  In  addition  to  these  nominal  fees,  I  think 
that  it  is  reasonable  to  impose  upon  such  companies,  aside  from 
the  corporation  property  tax,  a  reasonable  administration  fee 
based  upon  the  capital  used  in  the  state  at  the  time  of  qualify- 
ing to  do  business  and  such  fee  to  be  increased  in  ease  the  cap- 
ital used  in  the  state  is  increased.  This  is  the  method  adopted 
by  the  states  of  Indiana  and  Wisconsin  and  I  believe  that  if 
the  tax  laws  of  these  states  in  regard  to  the  taxation  of  foreign 
companies  were  followed  by  those  states  whose  tax  laws  cover- 
ing the  taxation  of  foreign  corporations  are  now  unjust  and 
inequitable,  the  result  would  be  much  more  equitable  taxation 
of  foreign  companies. 
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ANNUAL  ADDRESS  OF  THE  PRESIDENT 
Edwin  R,  A.  Seligman 

McVickar  Professor  of  Political  Economy,  Columbia  University, 
New  York 

Mr.  Chairman,  Ladies  and  Gentlemen:  It  is  somewhat  of 
a  problem  to  determine  the  exact  scope  of  a  presidential  ad- 
dress before  such  an  assemblage  as  this.  In  many  societies  it 
is  the  function  of  such  an  address  to  present  a  survey  of  what 
has  been  accomplished  during  the  year  and  of  what  may  be 
hoped  for  during  the  coming  year.  So  far  as  the  report  of  our 
activities  is  concerned,  however,  that  subject  is  fully  covered 
in  the  reports  of  our  secretary  and  our  treasurer,  and,  so  far 
as  a  program  of  future  work  is  concerned,  that  was  touched 
upon  in  last  year's  address.  It  seems  more  proper,  therefore, 
to  devote  the  address  this  year  to  a  discussion  of  some  of  the 
fundamental  tendencies  which  underlie  tax  reform  in  the 
United  States.  Each  one  of  us  is  so  much  interested  in  the 
actual  struggle  to  accomplish  something  definite,  that  we  are 
often  in  danger  of  losing  our  perspective.  Like  practical  re- 
formers, we  see  the  next  step  and  we  bend  all  our  energies 
to  that;  but  we  sometimes  are  unmindful  of  the  deeper  forces 
at  work  and  are  perhaps  not  always  clear  as  to  the  ultimate 
goal  which  we  seek  to  attain.  You  will  pardon  me,  therefore, 
if  I  endeavor  to  call  attention  to  some  of  these  underlying 
tendencies.  I  shall  try  not  to  wander  too  much  in  the  clouds 
and  shall  endeavor  to  point  out  the  practical  application  of 
what  I  have  to  say. 

If  we  regard  our  own  fiscal  development  in  the  light  of  what 
is  taking  place  abroad  at  present  and  what  has  occurred  in  the 
past,  we  have  to  signalize  several  marked  tendencies  now  visi- 
ble in  the  United  States. 

The  first  point  is  the  relation  between  personal  taxes  and 
real  or  specific  taxes,  or  as  our  legal  brethren  say  between  taxes 
in  personam  and  taxes  in  rem.    All  taxes  are  ultimately  paid 
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by  some  person,  but  the  tax  may  be  in  the  first  instance  im- 
posed upon  a  specific  thing,  irrespective  of  the  person.  A  tax 
upon  a  man's  entire  income  or  entire  property,  intangible  as 
well  as  tangible,  is  a  personal  tax.  A  tax  upon  a  particular 
piece  of  property  or  upon  a  particular  business  which  affords 
a  revenue  is  a  real  tax  or  a  specific  tax  or  a  tax  on  the  thing 
apart  from  the  person.  It  is  significant  that  taxation  has  gen- 
erally begun  as  a  specific  or  real  tax  and  that  it  developed  in- 
to a  personal  tax.  In  New  England,  for  instance,  the  earliest 
taxes  were  on  particular  things,  like  sheep  and  cows  and  houses 
and  stock  in  trade;  and  only  at  a  much  later  period  do  we 
find  the  general  property  tax,  where  the  tax  is  imposed  upon 
the  individual  with  respect  to  his  entire  property,  whether 
that  property  consists  in  things  or  in  simple  relations.  For  one 
reason  or  another,  however,  which  it  is  not  necessary  to  empha- 
size here,  this  personal  tax  everywhere  turned  out  to  be  a  fail- 
ure and  step  by  step  during  the  nineteenth  century  in  Europe 
and  more  recently  in  some  of  our  advanced  American  com- 
monwealths the  personal  tax  is  again  giving  way  to  the  real 
tax,  the  tax  on  things,  the  specific  tax.  So  in  France,  you  will 
remember,  when  the  personal  taxes  were  abolished  in  the  Rev- 
olution they  were  replaced  during  the  whole  of  the  nineteenth 
century  by  the  specific  taxes,  a  tax  on  land,  a  tax 
on  houses,  a  tax  on  business,  a  tax  on  doors  and 
windows,  a  tax  on  movable  capital.  In  the  same  way 
in  the  State  of  New  York,  the  real  estate  tax  has  be- 
come a  tax  on  property,  irrespective  of  who  ow^ns  it;  the  tax 
on  mortgages  is  similarly  a  specific  tax;  the  tax  on  secured 
debts  is  of  the  same  nature ;  the  bank  tax  is  a  tax  on  the  banks, 
not  on  the  shareholders.  So  in  Pennsylvania  and  other  states, 
the  business  taxes  under  various  names  are  taxes  on  things 
and  not  on  persons.  The  excise  tax  in  many  of  our  states  is 
a  tax  on  things  and  not  on  persons.  And  even  the  inheritance 
tax  is  in  part  at  least  a  tax  on  the  thing,  the  estate,  rather  than, 
as  in  a  few  cases,  a  tax  on  the  recipient  of  the  individual  share 
of  the  estate. 

On  the  other  hand,  side  by  side  with  this  undoubted  tend- 
ency to  replace  personal  taxes  by  real  taxes  or  specific  taxes, 
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we  find  the  tendency  ever  springing  up  anew  to  reintroduce 
in  perhaps  another  way  the  system  of  personal  responsibility 
through  personal  taxes.  Take,  for  instance,  the  development 
of  the  income  tax  movement  in  this  country;  take  the  recent 
passage  only  a  few  weeks  ago  of  the  supplementary  income 
tax  in  France ;  take  the  similar  movement  in  every  other  part 
of  the  world.  There  is  thus  a  double  movement,  a  movement 
from  personal  to  real  or  specific  taxes,  which  is  best  illustrated 
in  the  process  that  is  now  going  on  in  our  state  and  local  taxa- 
tion, and  a  counter  movement  from  real  to  personal  taxation, 
which  is  also  obvious  in  this  country.  The  lesson  to  be  drawn 
from  these  double  tendencies  we  shall  emphasize  a  little 
later  on. 

The  second  tendency  is  the  development  from  local  to  general 
taxation.  All  taxes  were  originally  local  and  only  slowly  did 
they  become  general  or  state  taxes ;  often  when  this  happened, 
the  state  taxes  were  tacked  on  to  the  local  taxes,  as  is  still  the 
case  in  most  of  the  American  commonwealths.  It  is  only  very 
gradually  that  we  find  a  transition  from  local  administration 
to  general  or  state  administration.  We  are  in  the  midst  of  this 
development  at  the  present  time  in  the  United  States,  a  first 
stage  in  many  of  our  commonwealths  being  the  central  control 
over  the  local  administration,  only  a  few  of  our  states  having 
reached  the  point  which  all  will  reach  sooner  or  later,  of  a 
central  administration,  as  in  the  case  of  the  excise  tax  or  the 
inheritance  taxes  in  New  York,  of  the  income  tax  in  Wisconsin 
and  of  the  corporation  taxes  in  several  states. 

Side  by  side  with  this  development,  however,  or  rather  some- 
what subsequent  to  this  transition  from  local  to  general  taxa- 
tion, comes  the  reverse  movement  from  the  general  to  the  local 
tax.  By  this  I  mean  the  transition,  not  so  much  in  the  admin- 
istration, as  in  the  proceeds  of  the  tax.  Thus,  as  we  all  know, 
the  specific  taxes  or  real  taxes  in  Germany,  like  the  land  tax, 
the  business  tax,  etc.,  were  relegated  at  the  close  of  the  nine- 
teenth century  to  the  local  divisions,  while  the  new  personal 
tax,  like  the  income  tax,  was  kept  for  state  purposes.  The  same 
is  more  or  less  true  in  England.  And  M^hen  we  come  to  an- 
alyze it  we  find  that  this  is  the  real  meaning  of  the  movement 
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now  in  progress  in  this  country  of  the  separation  of  state  and 
local  revenue,  or  of  the  segregation  of  source,  a  movement 
based  on  the  idea,  that  certain  taxes  are  more  properly  general 
or  state  in  character  while  others  are  more  properly  local  in 
character,  even  though  the  administration  of  these  local  taxes 
may  be  profitably  subject  to  a  central  control.  Just  as  no  one 
can  understand  our  present  American  development  without 
grasping  the  distinction  between  taxes  on  things  or  real  or 
specific  taxes  and  taxes  on  persons,  so  no  one  can  comprehend 
the  real  significance  of  tax  reform  in  the  United  States  today 
without  bearing  in  mind  this  turn  from  general  to  local  taxa- 
tion and  back  again  to  the  separation  of  state  and  local  rev- 
enue. 

The  third  tendency  is  the  movement  from  property  as  the 
basis  of  taxation  to  the  produce  or  yield  of  the  property  or  to 
the  income  derived  from  the  property.  The  reason  why  a 
general  property  tax  has  broken  down  all  over  the  United 
States  is  not  only  because  it  was  a  tax  on  the  person  without 
the  adequate  machinery  to  assess  the  person,  not  only  because 
it  was  an  attempt  to  tax  locally  what  is  no  longer  local  in  char- 
acter, but  also,  because  under  modern  conditions  property  as 
a  whole  is  not  so  satisfactory  an  indication  of  tax-paying  abil- 
ity as  the  yield  of  the  property  or  the  income  from  the  prop- 
erty. We  see  the  truth  of  this  statement  in  our  corporation 
taxes,  where  the  tendency  is  strong  to  tax  receipts,  that  is, 
yield,  rather  than  property.  We  see  it  in  the  agitation  over 
our  forest  taxes  and  our  mining  taxes,  where  the  tax  on  yield 
or  produce  is  gradually  supplanting  the  tax  on  property.  "We 
see  it  in  the  feeling  on  the  part  of  our  business  men  that  the 
property  invested  in  the  business  is  not  so  satisfactory  an  index 
of  fiscal  obligation  as  the  yield  or  the  income.  And  that,  of 
course,  is  the  main  reason  why  the  twentieth  century  has  be- 
come the  century  of  income  taxes  rather  than  of  property  taxes. 
It  is  this  fact  more  than  anything  else  which  explains  the 
gradual  breakup  of  our  general  property  tax. 

On  the  other  hand,  we  find  a  reverse  tendency,  precisely  as 
in  the  preceding  cases.  In  the  case  of  the  tax  on  land  espe- 
cially for  local  purposes,  property  is  a  better  index  of  fiscal 
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obligation  than  the  yield  or  the  rent  of  the  land,  simply  for  the 
reason  of  speculation  in  urban  land.  The  speculative  prop- 
erty value  of  a  piece  of  land  may  be  far  greater  than  the  cap- 
italized amount  of  the  actual  rent  or  rental  value.  Just  as  we 
are  only  beginning  to  catch  up  with  Europe  in  a  recognition  of 
the  fact  that  yield  or  income  is  a  better  test  than  property  in 
general,  so  Europe  is  only  beginning  to  catch  up  with  us  in 
recognizing  the  fact  that  for  local  land  taxes  property  or  sell- 
ing value  is  a  better  tgst  than  rent  or  rental  value.  A  large 
part  of  the  explanation  of  what  is  going  on  in  England  and 
on  the  continent  today  in  local  taxation  is  explained  by  this  de- 
sire to  change  from  rental  value  taxation  to  property  value 
taxation.  A  great  part  of  the  explanation  of  what  is  going  on 
in  this  country  today  is  a  recognition  of  the  transition  from 
property  or  selling  value  to  yield  or  income  in  taxes  in  general. 

The  fourth  tendency  is  the  transition  from  the  older  theory 
of  benefits  in  taxation  to  the  newer  theory  of  faculty  or  ability. 
This  is  somewhat  in  line  with  the  transition  from  the  real 
taxes  to  the  personal  tax.  The  tax  was  imposed  upon  things 
because  the  particular  thing  was  supposed  to  derive  some 
benefit  from  governmental  activity.  The  tax  is  nowadays  im- 
posed upon  the  person  because  the  person  is  recognized  as 
owing  an  obligation  to  support  the  state  just  as  he  is  held  to 
support  his  family.  Yet  here  again  there  is  a  reverse  move- 
ment, in  part  at  least.  We  hear  a  great  deal  in  modem  times 
of  privilege  and  the  demand  that  privilege  should  be  the  real 
test  of  taxation.  If  by  privilege  is  meant  the  benefit  accruing 
to  the  thing  or  the  individual,  it  is  an  illegitimate  reversal  to 
the  primitive  doctrine.  If,  however,  the  privilege  be  regarded 
as  increasing  the  yield  of  the  property  or  the  income  of  the 
individual,  the  privileges  may  be  rightly  considered  as  en- 
hancing the  faculty  or  the  ability  of  the  individual  to  pay ;  and 
it  is  proper,  therefore,  that  the  ability  derived  from  special 
privileges  should  be  subject  to  special  taxes. 

Finally,  we  notice  the  tendency  in  taxation  away  from  indi- 
vidual to  social  considerations.  This  is  responsible  for  the  idea 
of  progression  or  graduation  in  our  income  taxes ;  it  is  responsi- 
ble for  the  differentiation  or  distinction  between  earned  and  un- 
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earned  incomes,  as  we  find  it  abroad  and  shall  probably  soon 
find  it  here.  It  is  responsible  for  the  exemptions  granted  for 
general  social  reasons.  By  this  we  do  not  refer  so  much  to 
the  exemptions  in  the  income  tax  as,  for  instance,  to  the  ex- 
emption of  mortgages  from  taxation  in  our  property  tax,  or  the 
exemption  of  money  and  credits.  Again,  to  this  cause  we  must 
refer  the  modern  movement  for  a  higher  tax  on  land,  especially 
in  local  finance.  I  am,  indeed,  not  a  single  taxer — far  from 
it— for  the  single  tax  philosophy  makes  two  fundamental  mis- 
takes. It  neglects  the  distinction,  referred  to  above,  between 
real  or  specific  taxes  and  personal  taxes.  When  the  single 
taxer  says  that  land  alone  should  be  taxed,  he  is  thinking  only 
of  things.  But  as  I  was  careful  to  point  out  above,  this  dis- 
tinction does  not  apply  at  all  to  the  entire  class  of  taxes  on 
persons.  The  income  of  an  individual  may  be  derived  not 
from  things  or  property  but  from  relations,  from  salaries,  from 
good  will,  from  copyrights,  from  all  sorts  of  intangible  and 
invisible  circumstances.  The  distinction  between  land  and 
other  things  does  not  affect  in  the  least  the  obligation  of  the 
person  to  contribute  to  the  support  of  government  for  income 
derived  not  from  things.  In  the  second  place,  the  single 
taxers  either  revert  to  the  long  outworn  idea  of  benefits  or 
inordinately  exaggerate  the  element  of  privilege  in  the  concep- 
tion of  faculty.  They  erect  into  a  whole  what  is  only  a  small 
part. 

While,  therefore,  I  must  consider  the  single  tax  philosophy 
as  essentially  incomplete,  it  is  none  the  less  true  that  a  higher 
taxation  of  land  or  rather,  if  you  will,  in  order  to  differentiate 
my  idea  from  that  of  exempting  improvements  in  the  local  real 
estate  tax,  in  which  I  do  not  believe,  it  is  none  the  less  true  that 
an  additional  tax  on  land  may  be  entirely  legitimate  from  the 
social  rather  than  from  the  individual  point  of  view.  And, 
finally,  as  I  have  often  pointed  out,  certain  indirect  taxes  which 
cannot  be  upheld  at  all  from  the  point  of  view  either  of  bene- 
fits or  of  faculty  in  taxation,  become  perfectly  explicable 
when  we  regard  them  from  the  social  rather  than  the  individ- 
ual point  of  view,  i.  e.,  from  the  point  of  view  of  their  conse- 
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quences  on  the  body  economic  rather  than  from  that  of  the 
relation  of  one  individual  to  another. 

What  lessons,  then,  applicable  to  practicable  tax  reform  in 
the  United  States  are  to  be  drawn  from  these  world-^vide  tend- 
encies in  fiscal  theory  and  fiscal  practice  ?  To  the  attentive  stu- 
dent these  practical  lessons  are  obvious. 

First  and  foremost,  I  should  put  the  administrative  lesson 
involving  the  transition  from  local  to  general  control.  This  is 
one  of  the  most  difficult  lessons  for  Americans  to  learn,  because 
of  the  inveterate  habits  of  local  self-government  and  the  old 
slogan  of  home  rule.  That  there  is  a  certain  justification  for 
the  home  rule  movement  in  general  politics  I  do  not  wish  to 
deny ;  but  no  one  who  has  attentively  studied  the  progress  of 
good  government  the  world  over  can  ignore  the  fact  that  a 
certain  degree  of  centralization  is  essential  to  progress.  I  agree 
with  careful  students  of  the  problem,  like  Sidney  Webb  in 
England,  that  what  he  calls  the  local  administrative  anarchy 
of  the  United  States  is  just  as  bad  as  the  other  extreme  of  the 
centralized  autocracy  of  some  of  the  European  countries,  and 
that  the  real  solution  of  the  problem  is  not  centralization  but 
central  control  of  local  action.  England,  the  classic  home  of 
local  self-government,  has  made  during  the  past  few  decades 
longer  steps  in  central  control  than  perhaps  any  other  country. 
Without  tracing  the  movement  toward  centralized  state  or 
federal  control  which  has  become  so  marked  in  this  country  in 
the  past  few  years,  as  in  our  financial  system,  our  school  sys- 
tem, our  sanitary  system,  our  police  system,  etc.,  it  is  quite 
obvious  that  in  fiscal  matters  those  states  now  stand  at  the 
head  which  have  developed  an  efficient  central  control  over 
local  action.  The  sooner  all  of  our  American  states  fall  into 
line  with  the  more  advanced  commonwealths  and  develop  a 
centralized  control  over  local  revenues  and  over  local  accounts, 
the  greater  the  progress  toward  efficiency  and  justice.  This, 
I  should  say  is  the  first  great  lesson  for  all  of  our  local  states- 
men to  learn. 

But  we  have  a  still  more  important  and  difficult  lesson  to 
learn,  the  lesson,  namely,  that  just  as  local  finance  must  in 
some  respects  be  subject  to  state  control,  so  state  finance  must 
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gradually  be  subject  in  some  respects  to  central  control.  There 
is,  indeed,  such  a  control  now,  for  no  state  can  through  its 
fiscal  laws  interfere  with  interstate  commerce.  But  what  I 
mean  goes  further  than  that.  Just  as  our  new  Federal  Reserve 
Board  is  effectively  to  control  the  operation  of  banks  within  the 
states,  just  as  our  new  Trade  Commission  is  designed  to  con- 
trol business  carried  on  under  certain  conditions  in  the  states, 
just  as  the  demand  for  a  national  child  labor  law  and  for  sim- 
ilar industrial  legislation  is  becoming  louder  and  louder,  so  the 
time  is  fast  approaching  when  it  \rill  be  impossible  as  well  as 
unwise  to  escape  federal  control  of  certain  taxes  essentially 
interstate  in  character.  In  modern  times  corporate  activity 
has  transcended  state  bounds.  Incomes  are  derived  from 
nation-wide  sources  and  the  interstate  complications  connected 
with  inheritances  are  becoming  well  nigh  unbearable.  It  will 
be  well  for  all  our  state  officials  to  consider  carefully  how  best 
to  adjust  the  state  taxation  of  corporations,  inheritances,  and 
incomes  to  these  newer  conditions.  It  may  even  be  the  solu- 
tion that  we  shall  gradually  permit  the  federal  government  to 
administer  these  taxes  and  to  apportion  the  proceeds  in  whole 
or  in  part  among  the  various  states  according  to  carefully  de- 
fined rules.  The  movement  from  local  to  state  control  and 
from  state  to  federal  control  in  certain  points  of  our  fiscal 
practice  is  one  that  we  must  all  be  ready  to  face  and  carefully 
to  study. 

The  second  lesson  that  I  should  like  to  emphasize  is  the 
tendency  toward  the  separation  of  state  and  local  revenue 
through  the  principle  of  segregation  of  source.  Practically, 
of  course,  this  means  that  the  real  estate  tax  should  be  reserved 
primarily  for  local  purposes  and  that  the  state  should  be 
alimented  by  proceeds  of  statewide  activities  or  phenomena, 
such  as  coi-porations,  inheritances,  and  the  like.  That  the 
separation  of  local  and  state  revenues  is  a  panacea  no  one 
would  affirm.  Nor  must  we  forget  that  there  are  in  this  move- 
ment difficult  problems  to  be  solved,  as  we  have  already  seen  in 
the  case  of  California,  New  York,  Connecticut,  etc.  But  the 
cliief  problems,  namely,  the  question  of  providing  local  rev- 
enues, on  the  one  hand,  and  of  insuring  an  elasticity  in  the 
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state  revenue  on  the  other,  are  by  no  means  insoluble,  and  the 
immense  advantages  that  would  accrue  from  a  reasonable  sep- 
aration need  not  be  adverted  to  here.  One  word  only  of  cau- 
tion. Do  not  confuse  the  segregation  of  the  sources  of  local 
revenue  with  local  option.  While  a  certain  degree  of  freedom 
ought  within  bounds  indeed  to  be  granted  to  the  localities,  it  is 
essential,  as  I  have  intimated  above,  not  to  sacrifice  the  general 
scheme  of  central  control  to  the  risk  of  what  has  been  called 
local  anarchy.  Just  as  the  federal  government  does  not  permit 
any  state  fiscal  interference  with  interstate  commerce,  so  the 
state  cannot  permit  any  local  disruption  of  the  conditions  that 
make  for  statewide  economic  prosperity.  The  movement  toward 
extreme  local  option  in  fiscal  policies  at  least,  is  like  the 
movement  to  an  exaggerated  individualism  in  party  politics. 
The  twentieth  century  is  happily  getting  away  from  the  crass 
laissez-faire,  and  natural  right  individualism  of  the  French 
Revolution.  Let  us  beware  of  reintroducing  into  finance  what 
we  are  fortunately  leaving  behind  us  in  all  the  other  domains 
of  politics.  Let  us  not  confuse  the  separation  of  state  and  local 
revenue  with  the  exaggerated  demands  of  local  option. 

The  third  lesson  that  we  have  to  learn  is  our  readiness  to 
free  ourselves  from  our  attachment  to  the  property  tax.  Every- 
where else  in  the  world  the  general  property  tax  has  disap- 
peared as  the  chief  source  of  pubUc  revenue,  and  everywhere 
else  for  many  decades,  as  I  have  pointed  out,  property  is 
being  replaced  by  yield  or  income  as  the  base  of  taxation. 
What  we  are  slowly  doing  in  our  corporation  tax,  what  we 
are  beginning  to  do  in  our  forest  tax  and  mining  tax,  we  must 
get  ready  to  do  in  the  other  parts  of  our  general  property  tax. 
It  will  be  a  hard  struggle  in  many  of  our  states  to  bring  about 
the  constitutional  changes  to  permit  of  classification  of  prop- 
erty for  purposes  of  taxation ;  and  yet  this  movement  toward  a 
classified  property  tax  is  but  another  way  of  emphasizing  the 
point  that  I  desire  to  make.  For  one  of  the  reasons  at  least  for 
classification,  that  is,  levying  a  different  rate  on  different 
classes  of  property,  is  that  there  is  no  longer  any  homogeneity 
in  the  yield  in  different  kinds  of  property.  Anything  that 
tends  to  break  down  the  reliance  upon  the  old  general  prop- 
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erty  tax  will  be  so  much  gained,  and  the  sooner  we  get  toward 
substituting  the  conception  of  yield  or  income  for  that  of 
property,  the  closer  we  shall  get  to  the  practical  interests  of 
modern  life.  In  one  point  alone  the  gain  will  be  marked.  The 
entire  problem  of  franchise  taxes,  that  is,  of  the  tax  on  the 
franchises  of  corporations,  will  disappear  for  a  franchise  is 
taxable  only  as  a  piece  of  property,  and  if  we  replace  corporate 
property  by  corporate  receipts  or  corporate  income  as  a  test, 
as  they  have  done  everywhere  else  in  the  civilized  world,  a 
great  number  of  our  difficulties  will  vanish  in  thin  air. 

In  only  one  point,  as  I  have  stated,  must  we  continue  to  hold 
fast  to  the  property  idea,  and  that  is  in  the  matter  of  local 
taxation  of  real  estate.  But  as  there  is  no  movement  at  the 
present  time  in  this  country  away  from  the  local  property  tax, 
I  need  not  spend  any  time  in  discussing  a  danger  that  does  not 
exist. 

The  fourth  lesson  to  be  drawm  from  present-day  tendencies 
is  connected  wdth  the  distinction  that  I  made  at  the  outset  be- 
tween personal  taxation  and  real  or  specific  taxation.  We  are 
all  agreed  that  the  general  property  tax  must  go  or,  rather, 
that  no  attempt  must  be  made  to  prevent  its  rapid  disappear- 
ance. Now  there  are  two  w'ays  of  hastening  its  disappearance. 
The  one  method  is  to  pursue  the  policy  historically  followed  by 
other  nations,  merely  to  convert  personal  tax  to  a  real  tax,  to 
change  the  general  property  tax  on  the  individual  into  a 
series  of  taxes  on  the  things  irrespective  of  the  individual.  In 
this  movement  New  York  has  taken  the  lead.  As  is  familiar 
to  all  of  you,  the  real  estate  tax  has  become  a  tax  on  the  land 
and  house,  irrespective  of  the  individual ;  the  mortgage  tax  has 
become  a  tax  on  the  mortgage ;  the  secured  debt  tax  has  become 
a  tax  on  the  debt ;  the  tax  on  the  bank  share  has  become  a  tax  on 
the  bank.  The  immense  advantage  of  such  a  movement  carried 
to  its  ultimate  outcome  is  that  the  administrative  difficulties  are 
reduced  to  a  minimum  and  that  the  glaring  inequalities  and 
absurdities  connected  with  the  general  property  tax  completely 
disappear.  The  danger,  however,  in  the  New  York  movement 
is  that  these  steps  may  be  considered  a  final  solution  of  the 
problem  rather  than  as  a  preparation  for  the  ultimate  solution. 
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For,  as  I  pointed  out  at  the  beginning,  the  tendency  from 
personal  to  specific  taxation  is  always  ultimately  replaced  by 
a  counter  tendency  from  specific  to  personal  taxation.  In  the 
long  run  you  cannot  silence  the  conviction  of  the  average  man 
that  taxes  ought  to  be  borne  by  individuals  in  accordance  with 
their  wealth,  even  though  you  do  not  necessarily  measure  this 
wealth  in  terms  of  selling  value  of  property.  Accordingly,  we 
find  in  one  of  our  states,  namely,  Wisconsin,  the  second  tend- 
ency referred  to,  i.  e.,  the  effort  to  substitute  for  an  unwork- 
able a  workable  personal  tax,  that  is,  in  Wisconsin  the  old  gen- 
eral property  tax  is  being  replaced  by  a  new  income  tax.  In 
France,  you  will  remember,  it  took  over  a  century  to  accom- 
plish this  result.  The  old  general  property  taxes  before  the 
[Revolution  were  replaced  by  taxes  on  things,  and  it  is  only  a 
few  weeks  ago  that  these  taxes  on  things  have  been  replaced 
by  a  personal  income  tax.  The  Wisconsin  plan  is  interesting; 
but  as  I  have  stated  in  another  connection,  it  cannot,  in  my 
opinion,  solve  the  problem.  Although  income  is  a  better  test 
of  ability  to  pay  than  property,  and  although  the  centralized 
administration  of  the  income  tax  is  an  immense  improvement 
on  the  local  anarchy  of  the  old  personal  property  tax,  even  a 
state  income  tax  cannot  thoroughly  succeed  because  of  com- 
plications of  interstate  taxation  and  the  difficulty  of  getting 
at  the  income  derived  from  interstate  sources.  Moreover,  as 
our  federal  income  tax  develops  the  confusion  between  the 
state  income  tax  and  the  federal  income  tax,  levied  according 
to  entirely  different  principles  is  bound  to  become  greater. 

Thus  neither  the  New  York  system  nor  the  Wisconsin  system 
is  in  itself  a  solution.  Each  is  better  than  the  system  in  most 
of  the  other  states ;  but  neither  is  thoroughly  satisfactory.  The 
conclusion  is  obvious.  In  the  one  case,  as  in  the  other,  an  effort 
must  be  made  to  utilize  the  federal  administration.  Let  each 
state  add  to  the  1%  of  the  income  tax  or  the  corporation  tax, 
which  is  a  part  of  the  income  tax,  as  many  more  precent  within 
reasonable  bounds  as  it  needs  for  its  own  state  purposes,  and 
let  some  arrangement  be  made  with  the  federal  government  for 
utilizing  the  federal  returns.  In  the  meantime,  and  as  prep- 
aration for  this  eventuality,  let  those  states  with  a  less  success- 
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fully  organized  central  administration  than  is  found  in  Wis- 
consin, follow  the  plan  of  replacing  their  personal  tax  by  a 
system  of  real  taxes,  either  through  a  classified  property  tax, 
as  is  beginning  in  a  few  states,  or  through  the  system  as  it  is 
being  developed  in  New  York.  But  do  not  let  us  delude  our- 
selves into  the  belief  that  it  will  be  possible  or  desirable  by  any 
kind  of  manipulation  to  retain  indefinitely  the  anachronistic 
general  property  tax  as  it  is  still  found  in  most  of  our  states. 
Let  us  recognize  the  fact  that  New  York  equally  with  Wiscon- 
sin represents  a  step  forward  in  the  onward  march  of  tax  re- 
form. 

The  final  lesson  to  be  drawn  from  our  survey  is  the  necessity 
of  group  or  associated  action  among  the  states.  In  a  federal 
form  of  government  like  that  of  the  United  States  this  is  an 
imperative  necessity  no  matter  what  form  of  taxation  be 
adopted.  It  is  obvious  that  if  we  have  no  federal  control  or 
no  central  fiscal  legislation  as  is  found  in  some  of  the  European 
federal  states,  the  complexities  of  double  taxation  will  increase 
with  the  effectiveness  of  the  tax.  It  is  only  because  some  of 
our  state  inheritance  taxes  are  more  successfully  administered 
than  the  personal  property  tax  that  the  difficulties  are  espe- 
cially felt  in  the  inheritance  tax.  But  the  same  thing  is  al- 
ready happening  in  our  corporation  tax  and  is  bound  to  be- 
come still  more  important  in  the  case  of  any  separate  state 
income  taxes  of  the  future.  Even,  however,  if  we  have  federal 
control  or  federal  administration  of  the  income  tax  or  of  the 
inheritance  tax,  the  need  of  some  group  or  associated  action 
in  our  states  will  be  almost  equally  great;  for  if  we  should 
ever  come  to  the  idea  sketched  out  above  of  state  additions  to 
the  federal  income  or  to  the  corporation  tax,  there  would  be 
obvious  difficulties  and  dangers  in  the  way  of  one  state  making, 
let  us  say,  a  1%  addition  to  the  federal  tax  and  of  an  adjoin- 
ing state  making  a  5%  or  10%  addition.  The  risks  of  a  trans- 
fer of  business  or  enterprise  or  population  from  the  one  state 
to  the  other  would  be  as  great  as  at  present  when  one  state 
finds  that  unequal  fiscal  burdens  lead  to  interstate  migration. 
The  practical  lesson  from  this  is  that  we  should  sedulously 
strive  to  develop  the  idea  which  is  now  already  found  in  germ, 
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the  idea  of  cooperation  between  various  groups  of  contiguous 
states,  the  idea  of  sectional  or  group  associations  of  tax  com- 
missions such  as  the  New  England  group,  the  Central  State 
group,  etc.  With  this  device  and  with  proper  centralized  ad- 
ministration each  state  may  be  put  in  a  position  to  judge  of 
the  best  way  to  adjust  its  own  tax  system  harmoniously  to  the 
interests  of  the  whole  group  of  states  of  which  it  forms  a  part. 
I  should  put  this  idea  of  interstate  comity  in  taxation  and  of 
interstate  cooperation  of  tax  commissions  at  the  very  fore- 
front of  our  present  needs,  and  it  is  not  beyond  the  bounds 
of  possibility  that  our  own  National  Tax  Association  may  be 
of  conspicuous  aid  in  this  respect. 

Thus,  gentlemen,  you  see  that  there  are  vital  problems  of 
fundamental  importance  in  our  present-day  development. 
Almost  every  practical  step  that  is  taken  by  any  one  of  you 
in  the  direction  of  tax  reform  wall  be  found  to  fit  into  one  or 
other  of  the  lessons  I  have  sought  to  emphasize.  May  our 
steps  enable  us  to  see  each  point  more  clearly  with  the  lapse 
of  time  and  may  there  emerge  from  this  multiplicity  of  move- 
ments and  of  interests  a  unity  that  will  make  for  fiscal  jus- 
tice and  civic  equality. 
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Professor  T.  S.  Adams  of  Wisconsin :  While  I  have  spoken 
too  frequently  I  want  to  take  this  occasion  to  emphasize  that 
part  of  the  president's  very  stimulating  address  which  dealt 
with  the  necessity  of  habituating  ourselves  to  the  idea  that 
the  sovereign  states  must  some  day  see  themselves  as  parts  of 
a  greater  whole,  in  much  the  same  way  that  state  tax  officials 
insist  that  the  several  subdivisions  of  any  particular  state 
shall  look  to  the  central  state  authority  not  only  for  cooperation 
but  for  some  careful  measure  of  control.  I  think  mere  reitera- 
tion of  this  idea  can  do  a  great  deal  of  good.  We  are  ex- 
cessively decentralized  in  this  country.  To  my  mind  we  must 
eventually  have  federal  control  analogous  to  the  sort  of  intra- 
state control  exercised  by  the  state  tax  commission;  and  the 
sooner  state  officials  begin  to  think  about  this,  think  about  its 
reasonableness  and  about  the  inconsistency  of  rebelling  against 
it,  the  sooner  we  will  achieve  the  solution  of  some  of  the  deep- 
est problems  that  confront  us.  What  I  want  to  emphasize  is 
the  idea— it  was  stated  by  Professor  Seligman  but  deserves 
much  more  emphasis— the  idea  that  federal  control  will  not 
necessarily  result  in  complete  federal  domination.  There  is 
no  reason  why  all  that  Professor  Seligman  urges  cannot  be 
secured  and  still  leave  each  state  the  right  to  impose  the  rate 
of  taxation  required  by  the  particular  burdens  of  that  state. 
In  other  words,  what  we  primarily  need  is  federal  control  of 
the  assessment,  not  federal  taxes.  My  statement  is  applicable 
not  only  to  income  taxes  but  to  property  taxes. 

Take  the  problem— or  necessity- of  apportioning  among 
the  several  states  the  expenses  and  revenues  of  steam  rail- 
roads. It  is  an  infinitely  difficult  problem  and  perhaps  in 
essence  an  insoluble  problem.  It  is  certainly  a  problem  that 
results  in  stimulating  and  exaggerating  the  individualistic 
tendencies  of  the  various  states.  The  interstate  corporations 
of  this  country  may  very  fairly  ask  that  some  central  authority 
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say  how  much  of  the  gross  revenues  shall  be  assigned  to  each 
state  of  the  union,  leaving  that  state  to  determine  its  own  rate 
of  taxation. 

So  with  respect  to  income  taxation.  How  much  of  the  in- 
come of  a  corporation  doing  business  within  and  without  Wis- 
consin, may  fairly  be  apportioned  to  Wisconsin  for  purposes 
of  income  taxation?  I  would  greatly  welcome  any  simple  or 
equitable  rule,  imposed  from  above  as  a  soution  of  that  prob- 
lem, which  might  say  to  us  in  Wisconsin :  ' '  You  can  cease  your 
troubles  and  adopt  this  simple  rule  which  a  larger  jurisdiction 
has  determined  to  be  equitable  and  fair  as  among  the  various 
competing  subordinate  jurisdictions."  I  do  not  believe  that 
the  state  income  tax  is  very  seriously  threatened  by  this 
trouble.  I  think  Professor  Seligman  exaggerates  that  prob- 
lem and  has  greatly  exaggerated  it  in  the  past.  But  I  agree 
with  him  that  it  would  be  an  improvement  if,  with  respect  not 
only  to  that  sort  of  income  but  with  respect  to  much  of  the 
property  of  interstate  corporations  about  which  all  these  same 
questions  arise,  rules  of  guidance  should  be  issued  by  the  fed- 
eral government  respecting  this  apportionment.  We  already 
have  an  example  of  this  in  the  taxation  of  federal  banks.  Leg- 
islation of  that  general  character  is  all  the  federal  interference 
that  we  need.  The  federal  government  states  in  a  broad  gen- 
eral way,  it  might  easily  be  improved  but  still  it  is  reasonably 
satisfactory,  how  national  banks  may  be  taxed.  It  is  only 
necessary  for  the  federal  government  to  formulate  a  similar 
general  principle  for  the  taxation  of  interstate  business  and 
interstate  properties.  I  trust  you  will  gather  what  I  mean  by 
those  terms,  not  used  in  the  precise  legal  sense.  The  federal 
government  should  say  and  leave  to  the  administration  of  the 
Interstate  Commerce  Commission  or  the  New  Trade  Commis- 
sion, how  interstate  income  or  properties  should  be  divided 
among  the  states  for  taxation.  Much  may  be  accomplished  by 
groups  of  states  in  this  connection,  if  the  federal  government 
does  not  move;  and  I  took  the  liberty  sometime  since  of 
suggesting  the  creation  of  an  interstate  bureau  to  look  after 
these  matters  to  the  congress  of  governors.  It  is  well  worth 
considering  whether  one  of  the  annual  sessions  of  this  associa- 
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tion  might  not  be  held  immediately  before  or  immediately  after 
the  meeting  of  the  governors  of  this  country  so  that  we  could 
interest  that  body  in  the  subject  of  interstate  comity  and  co- 
operation in  matters  of  taxation. 

This  brings  me  to  that  portion  of  the  president's  address 
with  which  I  cannot  agree,  namely  his  endorsement  of  the 
separation  of  state  and  local  revenues.  I  shall  not  discuss  that, 
but  merely  point  out  the  fact  that  the  underlying  idea  behind 
his  championship  of  federal  guidance  (I  would  say  "federal 
guidance"  rather  than  "federal  control")  is  more  or  less 
fundamentally  inconsistent  with  his  idea  of  separation  of 
sources. 

The  president  agrees  that  we  must  have  central  control  to 
prevent  double  taxation  and  to  say  where  property  or  income 
is  to  be  taxed.  In  all  questions  arising  between -competing 
junsdictions,  we  need  the  guiding  hand  of  a  superior  jurisdic- 
tion. But  we  shall  get  this  central  control  easiest— in  fact  we 
shall  only  get  it  in  commonwealth  taxation— when  it  is  exer- 
cised by  a  central  authority  which  uses  the  same  basis  of  tax- 
ation as  the  local  authority;  when  the  state  government  has 
some  plain  and  evident  object  or  excuse  in  interfering  with 
local  taxation,  when  central  control  becomes  so  fused  with 
central  aid  and  cooperation  that  the  interference  cannot  be 
distinguished  from  the  assistance. 

As  a  cold  practical  proposition  of  American  politics,  picture 
to  yourselves  the  absolute  separation  of  state  and  local  reven- 
ues and  ask  yourselves  whether  it  would  be  possible  under  such 
a  system,  to  maintain  the  large  degree  of  central  control  which 
President  Seligman  believes  to  be  necessary.  In  fact  and  ex- 
perience, if  not  in  logic  and  theory,  separation  leads  to  home 
rule,  to  an  excessive  amount  of  home  rule.  In  my  humble 
opinion,  we  shall  not  rise  to  the  heights  upon  which  the  presi- 
dent has  set  his  eyes  by  a  policy  of  separatism ;  and  I  believe 
a  careful  study  of  the  fiscal  history  of  the  commonwealths  of 
this  country  since  our  meeting  in  1907,  will  prove  that  separa- 
tion of  sources  grows  weaker  with  each  passing  year. 

Chairman  Howe :     Is  there  other  discussion  ? 
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Mr.  E.  H.  Wolcott  of  Indiana:  Mr.  Chairman,  I  am  con- 
fident we  have  all  listened  with  great  interest  and  have  ac- 
quired a  great  deal  of  information  from  the  most  excellent 
address  of  the  president.  Every  state  has  its  own  difficult  prob- 
lems to  solve  in  the  way  of  taxation,  and  one  part  of  his  dis- 
cussion particularly  impressed  me  and  that  was  in  regard  to 
certain  groups  of  states  working  with  uniformity  toward  se- 
curing equal  and  just  and  similar  methods  of  taxation.  "We 
in  each  state  strive  very  earnestly  to  secure  equality  as  between 
different  counties  and  different  taxing  localities,  but  this  to  a 
large  extent  accomplishes  little  when  we  find  that  we  are  sur- 
rounded on  all  sides  by  various  other  states  each  one  with  a 
dift'erent,  separate  and  distinct  plan  of  taxation.  This  of 
course  does  not  affect  real  estate  but  it  does  affect  seriously 
the  taxation  of  intangible  property  or  personal  property  of 
various  classes. 

Indiana  is  in  a  peculiar  position.  We  are  rather  held  in 
check  by  constitutional  restrictions  so  it  will  be  very  difficult 
for  us  indeed  to  secure  what  we  think  are  much  needed  laws 
and  refonns.  But  if  there  were  some  general  plan,  some  speci- 
fic line  of  taxation  laid  out  that  was  adopted  and  followed  by 
states  by  which  we  are  surrounded,  we  believe  we  could  pre- 
sent our  needs  much  more  forcibly  and  effectively  to  our  legis- 
lature than  we  can  where  we  simply  shoot  at  the  mark,  trust- 
ing to  strike  something  that  is  available  and  valuable.  For 
instance,  our  state  has  a  general  property  tax;  that  is,  all 
property,  personal  and  real,  is  assessed  at  its  true  cash  value, 
supposed  to  be.  On  the  north  of  us  is  the  neighboring  state 
of  Michigan.  It  assesses  certain  classes  of  intangible  property 
at  five  mills  on  the  dollar  or  has  the  registration  tax.  In  other 
words,  a  man  can  lend  money  or  own  a  mortgage  in  Michigan 
and  pay  one-half  per  cent  registration.  He  can  lend  his  money 
in  Michigan  or  Indiana;  but  the  man  who  lives  in  Indiana 
cannot  lend  his  money  in  Michigan  or  Indiana  without  being 
compelled  to  pay  a  local  tax  which  will  average  about  three 
and  one-half  per  cent  in  the  various  cities  and  municipalities 
in  the  state.  About  sixty  per  cent  of  the  income  would  be 
taken  for  taxation.     On  our  northwest  is  "Wisconsin  with  an 
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income  tax ;  on  our  west  is  Illinois  with  a  general  property  tax, 
where  I  understand  property  is  valued  approximately  at  its 
full  value  and  one-third  taken  for  the  purpose  of  taxation ;  on 
our  east  is  Ohio  with  limited  rate.  Of  course  we  cannot  secure 
for  taxation  the  various  classes  of  intangible  property  when 
the  taxes  almost  confiscate  the  whole  income. 

Now  what  can  we  recommend  to  our  legislature?  If  we  at- 
tempt to  discuss  the  Wisconsin  tax,  which  in  many  forms  I 
think  is  most  acceptable,  we  are  confronted  with  the  proposi- 
tion that  Ohio  has  another  form,  Illinois  another,  Michigan 
another,  and  Kentucky  practically  another.  In  fact  there  is 
no  uniformity  of  taxation  in  any  states  surrounding  us.  I  do 
not  know  whether  it  is  possible  for  this  organization  to  work 
out  a  uniform  plan  of  taxation,  but  it  seems  to  me  all  these 
splendid  discussions  go  for  naught  if  they  don't  lead  to  some 
practical  results.  It  is  a  splendid  thing  to  discuss  these  and 
point  out  these  errors,  but  how  are  we  going  to  correct  them  ? 
Can  we  correct  them  by  each  one  working  independently  or 
striving  to  solve  the  problems  by  which  they  are  confronted 
and  overcome  these  difficulties,  or  can  we  work  them  out  much 
more  effectively  by  the  various  states  cooperating  along  a  spe- 
cial and  distinct  line  of  taxation  ? 

I  don't  know  what  is  best.  I  am  more  or  less  new  in  this 
game.  My  experience  has  always  been  along  business  lines.  I 
have  felt  that  the  question  of  taxation  was  a  business  proposi- 
tion. I  confess  it  is  conducted  in  a  very  unbusinesslike  manner. 
What  is  best  I  do  not  know.  I  believe  that  several  years  ago 
a  committee  was  appointed  for  the  purpose  of  attempting  to 
work  out  some  uniform  plan  of  taxation  of  intangible  prop- 
erty. I  do  not  know  whether  it  ever  did  that  or  whether  it 
ever  made  any  report.  This  may  not  be  the  proper  time.  I 
see  the  difficulties  that  W'Ould  confront  a  committee  which 
would  attempt  to  work  out  a  plan  for  all  the  states,  because 
conditions  differ  in  the  various  states.  Probably  New  York 
and  some  of  the  eastern  states  would  not  be  amenable  to  or 
consider  any  plan  that  w'ould  be  acceptable  for  us  in  the  mid- 
dle west.  But  following  Professor  Seligman  's  suggestion  it 
does  look  to  me  that  it  would  be  most  practicable  and  most 
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efficient  for  certain  groups  of  states  in  which  the  property 
assessed  and  the  conditions  are  more  or  less  alike  to  work  to- 
gether toward  some  uniform  plan  for  the  assessment  of  this 
very  difficult  and  very  uncertain  class  of  property,  intangible 
and  personal  property. 

Mr.  C.  F.  Robinson  of  Maine:  It  is  with  a  good  deal  of 
diffidence  that  a  mere  layman  ventures  to  criticise  views  that 
have  been  presented  by  two  such  experts  in  taxation  as  our 
president  and  our  secretary,  but  I  cannot  refrain  from  express- 
ing some  misgiving  over  the  possibility  of  a  tax  system  which 
would  have  the  federal  government  collect  a  tax  the  proceeds 
of  which  were  to  be  returned  in  part  to  the  states.  We  in  New 
England  do  not  at  the  present  time  regard  with  any  very 
great  tenderness  the  income  tax,  even  while  its  proceeds  are 
used  for  the  federal  government,  and  we  do  not  have  much 
enthusiasm  for  the  idea  of  appropriating  federal  revenues  to 
build  highways  and  for  other  local  benefits  in  parts  of  the 
country  which  do  not  have  so  much  accumulated  taxable  cap- 
ital and  income  as  we  in  New  England.  We  should  be  appre- 
hensive that  if  the  principle  were  once  introduced  of  the  fed- 
eral government's  turning  back  to  the  states  for  general  state 
purposes  the  proceeds  collected  by  the  government  from  fed- 
eral taxes,  the  thin  edge  of  a  wedge  would  be  introduced ;  and 
in  the  end  there  would  be  real  discrimination  against  the  part 
of  the  country  where  we  happen  to  live.  With  our  long  accus- 
tomed habit  of  managing  our  local  town  affairs  in  our  own 
local  way  we  have  with  reluctance  permitted  even  the  super- 
vision of  state  tax  officials  over  our  local  systems,  and  it  would 
be  difficult  for  us  to  consent  to  have  a  large  part  of  the  general 
tax  system  administered  from  AVashington  by  appointees  of 
the  federal  government  rather  than  administered  by  the  local 
officials  in  our  own  towns,  counties  and  states.  I  feel  sure 
that  these  are  the  views  which  a  good  many  people  in  our  part 
of  the  country  would  hold  if  the  plan  presented  by  the  gentle- 
men here  was  brought  to  their  attention. 

Professor  T.  S.  Adams  of  Wisconsin :  May  I  say  that  the 
previous  speaker  wholly  misconceives  what  we  desire  in  the 


DISCUSSION  205 

way  of  federal  ^lidance  or  control.  I  want  to  avoid  what  he 
wants  to  avoid.  The  desirability  of  keeping  those  elements 
of  local  independence  which  he  mentions  is  unquestioned.  On 
the  other  hand,  I  think  it  is  equally  true  that  if  you  leave  local 
jurisdictions  to  say  how  a  single  pie  shall  be  divided,  the  pie 
is  not  going  to  fare  very  well. 

Mr.  S.  T.  Bledsoe  of  Oklahoma  :  I  wish  to  say  that  it  seems 
to  me  that  the  recommendations  of  the  president  would  in- 
volve an  amendment  to  the  constitution  of  the  United  States 
unless  it  is  intended  that  the  recommendations  of  the  federal 
government  or  federal  authorities  are  to  be  merely  advisory. 
If  only  advisory,  they  would  be  no  more  than  we  could  accom- 
plish by  conference  agreement  of  the  representatives  of  the 
several  states.  I  think  there  is  a  very  broad  distinction  be- 
tween federal  control  of  the  transportation  of  commerce  be- 
tween the  states  and  federal  control  or  regulation  of  any  of  the 
instrumentalities  of  state  taxation,  and  I  think  there  is  per- 
haps more  danger  in  the  suggestion  by  the  secretary  from  the 
fact  that  the  federal  government  is  taxing  incomes ;  that  when 
the  federal  government  occupies  that  field  it  does  so  as  far  as 
occupied  to  the  exclusion  of  state  authority.  That  seems  to 
have  been  the  rule  applied  by  the  supreme  court  of  the  United 
States  in  all  other  matters  where  there  was  ground  for  fed- 
eral or  state  action.  The  absence  of  federal  action  indicates 
that  the  subject  shall  be  either  free  from  control  or  that  the 
state  may  act,  but  that  action  on  the  part  of  the  federal  gov- 
ernment forecloses  state  action.  It  seems  to  me,  in  view  of  the 
decisions  relating  to  the  exclusion  of  federal  authority,  there 
is  a  serious  question  whether  or  not  an  income  tax  levied  by 
the  states  is  constitutional.  I  have  serious  doubts  whether  it 
would  be  the  part  of  wisdom  to  pass  the  control  of  any  feature 
of  state  taxation  to  the  federal  government.  It  may  appear  to 
those  in  control  of  taxation  to  be  a  good  move  from  some  view 
points,  but  in  my  judgment  the  people  of  the  several  states 
will  not  permit  the  matter  of  the  burdens  to  be  imposed  for 
the  support  of  state  government  and  to  be  borne  by  them  to  be 
taken  out  of  their  hands  and  transferred  to  any  other  author- 
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ity,  and  that  while  theoretically  it  may  appear  to  afford  some 
solution  of  the  difficulties  we  have  to  deal  with  I  hope  it  is  not 
going  to  occur.  In  other  words,  the  people  are  not  going  to 
transfer  or  consent  to  the  transfer  of  that  authority  to  the  fed- 
eral government. 


TAXATION  OF  SECURITIES 
W,  Hastings  Lyon 

Counsel  of  Committees,  Investment  Bankers'   Association   of   America, 

New  York 

Summary  of  Conclxjsions 

This  report  advocates  the  taxation  of  all  intangibles,  stocks, 
bonds,  mortgages,  notes,  on  the  same  basis,  and  calls  attention 
to  the  present  discrepancies  in  treatment. 

But  it  expresses  the  opinion  that  a  state  should  entirely  ex- 
empt its  own  state  and  municipal  bonds  from  taxation. 

It  advocates  that  the  taxation  be  at  a  low  fixed  rate,  or  at  a 
rate  placed  at  a  low  fixed  proportion  of  the  general  tax  on 
wealth. 

It  advocates  a  tax  that  should  not  be  exclusively  a  state 
tax,  but  one  that  would  give  the  local  community  its  share. 

It  advances  the  opinion  that  the  rate  under  present  cir- 
cumstances ought  not  be  in  excess  of  1.5  or  2.  mills  per  annum, 
i.  e.,  $1.50  or  $2.  on  a  security  of  the  market  value  of  $1,000. 

People  who  have  been  at  some  pains  to  study  taxation  agree 
generally  that  securities  should  not  be  treated  just  like  tangi- 
ble property.  When  the  question  narrows  to  exactly  what 
treatment  should  be  given  them,  many,  if  not  most,  people 
have  no  definite  opinion  and  among  those  who  have  reached  a 
conclusion  there  are  almost  as  many  opinions  as  there  are 
people.  Since  we  began  breaking  away  from  the  old  general 
property  tax,  which  treated  intangible  and  tangible  property 
all  alike,  we  have  really  been  making  rapid  progress,  for  a 
naturally  slow  mo\'ing  political  matter  of  this  kind,  toward  an 
understanding  of  the  problem  and  a  solution  of  it. 

What  has  given  rise  to  the  difficulty  of  coming  to  right  con- 
elusions  in  this  matter,  of  embodying  these  conclusions  in  the 
law  and  carr^dng  them  out  in  practice  ?  In  the  first  place  there 
has  been  the  mental  confusion  of  property  and  wealth.  The 
distinction  between  them  is  perhaps  not  the  clearest  of  con- 
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cepts  either  for  the  lawyer  or  for  the  economist.  For  the  per- 
son who  is  neither  lawyer  nor  economist  it  is  all  very  perplex- 
ing. The  confusion  about  this  distinction  would,  however, 
have  cleared  up  long  ago,  I  believe,  so  far  as  it  atfects  taxa- 
tion, but  for  the  great  increase  in  the  number  of  people  re- 
siding in  one  community  and  owning  property  in  another.  The 
problem  of  the  citizen  owning  non-local  property  has  become 
almost  inextricably  entangled  with  the  confusion  of  property 
and  wealth. 

Before  we  can  come  to  any  real  settlement  of  the  whole  tax- 
ation problem  Ave  shall  have  to  reach  a  general  agreement  as 
to  where  a  man  should  pay  his  taxes.  Should  he  pay  them 
all  in  the  community  of  his  residence  or  should  he  pay  them 
all  in  the  community  from  which  he  derives  his  income?  If 
he  should  not  pay  them  exclusively  either  in  one  community 
or  the  other,  then  how  much  should  he  pay  in  one  community 
and  how  much  in  the  other? 

No  community  rests  content  to  have  a  wealthy  man  among 
its  residents  who  does  not  pay  taxes  in  the  community.  It  is 
a  great  deal  clearer  that  such  a  man  is  able  to  pay  taxes  and 
ought  to  pay  them,  than  it  is  that  he  may  be  paying  them 
somewhere  else.  Even  if  it  were  clear,  the  fact  that  a  man 
pays  taxes  somewhere  else  is  not  at  all  satisfactory  to  the  com- 
munity in  which  he  lives. 

It  is  quite  possible  to  conceive  the  total  taxes  a  man  pays  as 
being  divided  into  two  parts — one,  that  part  which  he  ought  to 
pay  to  the  community  from  which  he  derives  his  income,  the 
other,  that  part  which  he  ought  to  pay  in  the  community  in 
which  he  lives.  Obviously  if  the  community  in  which  he  lives, 
and  the  community  from  which  he  derives  his  income  are  the 
same,  it  should  receive  the  total  of  these  two  taxes.  As  a 
matter  of  fact  each  community  insists  that  its  rights  are  ex- 
clusive. We  cannot  finally  solve  any  problem  in  taxation  until 
we  can  reach  a  decision  as  to  where  the  truth  lies  in  this  matter. 
In  practice  we  reach  an  illogical  conclusion.  Except  in  the 
case  of  an  income  tax  the  community  of  a  man 's  residence  does 
not  attempt  to  tax  him  for  that  wealth  located  in  another 
community  which  he  owns  directly,  but  does  attempt  to  tax 
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him  for  that  wealth  in  another  community  which  he  owns 
indirectly. 

Let  us  put  the  case  concretely.  If  John  Smith,  living  in 
Worcester,  Massachusetts,  owns  the  fee  absolute  of  a  house  in 
Hartford,  Connecticut,  the  city  of  Worcester  does  not  tax  him 
on  account  of  the  house  he  oa\tis  in  Hartford.  If  Henry  Jones, 
living  in  Worcester,  holds  »  mortgage  on  a  house  in  Hartford, 
Worcester  insists  on  taxing  Jones. 

Yet  it  seems  clear  to  me  that  Smith  and  Jones  are  in  essen- 
tially the  same  position.  They  have  invested  funds  in  Hart- 
ford real  estate.  From  the  standpoint  of  taxation  it  seems  to 
me  little  material  that  Jones  has  been  veiling  to  swap  off  his 
speculative  chances  in  Hartford  realty,  and  accepted  a  smaller 
expectation  of  return  for  a  greater  assurance  of  it.  In  short, 
wherever  the  funds  of  a  mortgagor  and  mortgagee  are  applied 
in  the  purchase  or  ownership  of  realty  it  seems  to  me  that  what 
their  agreement  may  be  as  to  the  relative  assumption  of  risk 
does  not  concern  the  taxing  authority  as  such.  The  whole 
legal  structure  around  the  transaction,  vital  as  between  the 
parties,  has  no  bearing  as  between  them  and  the  taxing  com- 
munity. 

Though  I  have  cited  the  instance  of  the  mortgagor  and  mort- 
gagee, the  same  reasoning,  I  believe,  applies  to  all  forms  of 
ownership  in  which  some  "representative"  or  intangible  form 
of  property,  a  right  other  than  that  of  direct  title,  interposes 
its  form  between  the  investment  of  funds  and  the  actual  tangi- 
ble wealth.  Though  I  am  concerned  especially  ^dth  securities, 
that  is  to  say,  with  stocks,  bonds  and  the  like,  I  may  say  that 
the  same  principles,  the  same  reasons  for  taxing  or  not  taxing, 
seem  to  me  to  apply  alike  to  mortgages,  bonds,  debentures, 
stocks,  and  commercial  paper. 

The  matter  comes  dowTi  to  the  fact  that  any  taxation  of  in- 
tangibles must  be  sustained  on  special  reasons  and  cannot 
fairly  be  greater  than  the  special  reasons  justify.  If  there  is 
any  excess  of  taxation  above  that  justilSed  by  these  special 
reasons  it  can  be  made  fair  only  by  levying  a  corresponding 
amount  of  taxation  on  wealth  directly  owned  that  is  not  levied 
on  wealth  indirectly  owned.    If  Worcester  is  to  tax  Jones  on 
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the  mortgage  he  holds  on  Hartford  property  above  an  amount 
which  we  find  justifiable  in  some  special  way,  then  Worcester 
ought  to  tax  Smith  the  same  amount  on  account  of  his  direct 
ownership  of  real  estate  in  the  city  of  Hartford. 

Taxation  of  intangibles  amounts  to  taxing  a  method  of  doing 
business,  that  is,  the  method  of  doing  business  through  rep- 
resentative ownership.  A  taxation  of  the  "representative," 
stock,  bond,  mortgage  or  whatever,  amounts  to  a  taxation  of 
the  representatively  owned  wealth.  But  this  wealth  is  used 
in  competition  with  wealth  directly  owned.  Though  the  direct 
owner  may  shift  the  incidence  of  his  tax  in  the  price  of  the 
product  of  his  wealth,  the  indirect  owner  cannot  change  a 
higher  price  for  his  product  than  the  direct  owner  changes, 
and  the  higher  tax  on  the  indirectly  owned  wealth  must  re- 
main as  a  special  burden  on  its  owners. 

Are  there  any  special  reasons  that  will  support  the  taxation 
of  intangibles  even  though  such  taxation  must  remain  as  a 
special  burden  on  indirectly  ow^ned  wealth,  and  be  in  realty  a 
tax  on  a  form  of  doing  business  ?  My  own  theory  of  taxation 
includes  two  general  guiding  principles  working  coordinately, 
the  principle  of  taxation  according  to  ability  and  the  principle 
of  taxation  according  to  cost  imposed  on  the  government.  If 
w^e  adhere  to  the  principle  of  ability  alone  we  do  not  get  any 
substantial  basis  for  the  taxation  of  intangibles  at  all.  The 
mere  fact  that  wealth  is  indirectly  owned  does  not  make  that 
wealth  any  more  productive.  In  so  far  as  the  machinery  of 
indirect  ownership  in  its  various  forms  may  tend  to  bring  the 
management  of  wealth  into  more  skillful  hands  we  must  rely, 
to  reach  that  special  ability  to  pay  taxes,  on  whatever  means 
may  be  devised  for  reaching  the  ability  to  pay  due  to  more 
skillful  management  of  directly  owned  wealth  as  compared 
with  the  directly  owned  wealth  which  is  less  skillfully  managed. 

Representative  forms  of  ownership  do,  however,  impose  some 
special  costs  on  government.  Supporting  the  governmental 
activity,  especially  that  of  the  courts,  which  maintains  this 
method  of  doing  business  by  mortgages,  stocks,  bonds,  etc., 
does  cost  something  over  and  above  the  cost  of  wealth  into  the 
ownership  of  which  the  indirect  representative  form  does  not 
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enter.  For  it  must  be  remembered  that  all  wealth  to  which 
these  indirect  forms  of  ownership  apply  has  also  its  direct 
legal  ownership.  So  the  costs  of  these  indirect  forms  are 
really  superimposed  costs.  There  is  some  cost  of  policing  to 
protect  the  tangible  pieces  of  paper  which  are  the  evidences 
of  these  indirect  forms  of  o\^^lership.  Obviously,  however, 
when  all  possible  special  costs  are  thought  of  they  amount  to 
very  little  as  compared  with  the  costs  that  other  forms  of 
property  impose  on  the  government. 

It  is  not  the  part  of  this  paper  to  present  any  extended  con- 
sideration of  the  underlying  principles  which  should  govern 
taxation  of  securities.  In  these  few  words  of  introduction  only 
two  or  three  suggestive  statements  can  be  made  to  help  pick 
up  the  thread  of  that  argument.  With  these  suggestions  I  must 
go  on  to  the  real  purpose  of  this  paper,  a  consideration  of  ex- 
isting methods  and  specific  proposals  for  the  taxation  of  se- 
curities. 

Wisconsin 

The  Income  Tax  as  a  Method  of  Taxing  Securities 

Let  us  consider  first  the  Wisconsin  plan  of  an  income  tax. 
It  is  no  part  of  the  purpose  of  this  paper  to  go  into  a  discussion 
of  the  general  advantages  and  disadvantages  of  an  income  tax 
as  a  form  of  taxation,  but  simply  to  consider  its  application  to 
the  specific  problem  of  the  taxation  of  securities.  Wisconsin 
enacted  the  statute  establishing  an  income  tax  principally  to 
provide  a  substitute  for  other  taxation  of  securities. 

It  taxes  the  stockholder  as  well  as  the  bondholder,  and  there- 
fore does  not  place  the  less  speculative  investor  at  a  disad- 
vantage in  the  matter  of  taxation.  The  state  accomplishes  this 
by  levying  the  income  tax  on  Wisconsin  corporations,  so  that 
the  tax  comes  out  of  the  owTier  of  stock  in  such  corporations. 
Income  from  the  stock  of  corporations  which  do  not  pay  the 
income  tax  as  a  corporation  enters  into  taxable  income  of  the 
individual.  So  the  stockholder  is  as  subject  to  the  taxation  as 
the  bondholder. 
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This  matter  of  the  importance  of  taxing  stock  and  bonds  on 
the  same  basis  is  spoken  of  later  in  the  report. 

The  income  tax  reaches  the  resident  who  derives  an  income 
from  property  located  in  another  community  which  he  owns 
directly.  The  apportionment  of  the  tax  is  10  per  cent  to  the 
state,  20  per  cent  to  the  county  and  70  per  cent  to  the  city, 
to\ATi,  or  A-illage  in  which  it  is  assessed.  Since  it  is  then, 
primarily  a  local  tax,  it  is  apparent  that  it  presents  the  most 
nearly  complete  answer  of  any  plan  now  in  operation  to  the 
question  of  what  taxes  should  be  paid  at  the  place  of  the  loca- 
tion of  wealth  and  what  at  the  place  of  the  residence  of  the 
owner.  If  location  and  residence  come  together  the  taxes  on 
account  of  each  come  together  and  all  wealth  is  subject  to  the 
same  burden  of  taxation,  irrespective  of  the  residence  of  the 
owner. 

It  is  an  objection  to  the  income  tax,  which  is  a  general  ob- 
jection, but  has  its  special  application  to  the  taxation  of  se- 
curities, that  it  taxes  risk.  The  assumption  of  risk  by  the 
individual  does  not  impose  any  special  costs  on  the  govern- 
ment, and  it  does  not  increase  ability  to  pay. 

Compare  the  case  of  a  man  who  should  invest  his  fortune 
of  $200,000  in  various  1%  preferred  stocks,  distributing  the 
risk  among  a  number  of  securities,  with  that  of  a  man  with 
$367,000  invested  in  some  very  high  grade  4  per  cent  security 
which  would  produce  approximately  the  same  income  (it  would 
require  $366,666.50  to  produce  $14,000  at  4  per  cent).  For 
convenience  in  figuring  assume  the  conditions  imposed  by  the 
Federal  Income  Tax  Law,  and  that  both  these  men  are  exempt 
on  $4,000  of  income.  Each  has,  then,  $10,000  of  taxable  in- 
come, but  as  compared  with  the  man  with  the  $370,000  in  4 
per  cent  securities,  the  one  ^^^th  $200,000  in  7  per  cent  securi- 
ties must  count  three  sevenths  of  his  income  as  representing  a 
return  for  risk.  It  would  require  that  amount  to  be  set  aside 
as  a  sinking  fund  to  offset  the  probability  of  loss  of  principal. 
His  real  income  from  capital  is  $8,000,  and  his  premium  for 
risk  is  $6,000. 

Suppose  he  pays  taxes  on  $10,000  for  ten  years,  when  one 
of  his  investments  to  the  amount  of  $10,000  goes  bad  and 
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proves  an  absolute  loss.  The  government  permits  him  to  de- 
duct this  loss  from  his  income  for  that  year  so  that  for  that 
year  he  does  not  have  to  pay  any  tax.  But  he  has  been  paying 
a  tax  for  ten  years  on  $6,000  of  "premium  for  risk,"  and  to 
offset  this  can  deduct  only  the  tax  on  $10,000  for  one  year.  He 
has  paid  a  tax  on  a  total  of  $60,000  of  income  not  represent- 
ing real  return  on  capital,  and  has  to  offset  it  the  remission 
of  a  tax  on  only  (really  less  than)  $10,000. 

To  help  in  arriving  at  the  amount  of  taxation  which  securi- 
ties should  bear  it  is  worth  while  to  translate  the  percentages 
of  the  Wisconsin  tax  on  income  into  percentages  of  tax  on 
value.  For  this  purpose  we  will  capitalize  the  income  on  a  5 
per  cent  basis.  Then  an  income  of  $1,000  from  securities 
would  represent  the  ownership  of  securities  of  the  value  of 
$20,000.  Exemptions  allowed  under  the  Wisconsin  law  are 
$800  for  an  individual,  $1,200  for  a  husband  and  wife,  $200 
for  each  child  under  the  age  of  18  years,  and  each  additional 
person  for  whose  support  the  taxpayer  is  legally  liable.  Cap- 
italizing on  a  5  per  cent  basis  one  per  cent  on  income  is  only 
a  .5  of  a  mill  tax.  The  Wisconsin  income  tax  does  not  reach 
3  per  cent  until  the  taxable  income,  or  income  above  allowed 
deductions  reaches  $7,000.  A  3  per  cent  income  tax  would 
amount  to  only  1.5  mills  on  the  principal.  The  Wisconsin  tax 
reaches  the  3  mill  tax  on  principal  on  the  basis  of  our  compu- 
tation only  when  the  taxable  income  is  in  excess  of  $12,000. 
I  believe  it  is  a  reasonably  safe  surmise  that  most  of  the  taxa- 
tion of  securities  in  Wisconsin  comes  nearer  the  half  mill  fig- 
ure than  the  three  mill  figure. 

New  York,  Connecticut,  Michigan  j  '"■* 

T/ie  Optional  or  Registry  Plan 

■  The  New  York  plan  for  the  taxation  of  securities  under  the 
Secured  Debts  Tax  Law  is  generally  known.  Only  the  briefest 
statement  need  be  given.  On  the  payment  of  a  tax  of  five  mills 
taxable  securities  may  be  relieved  from  further  liability  to  tax- 
ation.   I  will  not  enter  on  the  legal  question  as  to  whether  this 
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amounts  to  a  contract  with  the  state  which  would  continue 
the  security  free  from  tax  in  the  event  of  the  repeal  of  the 
statute,  or  whether  on  such  a  repeal  the  securities  would  again 
become  taxable.  In  any  event,  assuming  that  this  measure 
be  looked  on  as  desirable,  and  continued  on  the  statute  books, 
securities  on  which  this  initial  tax  has  been  paid  are  not  sub- 
ject to  further  taxation.  If  this  tax  is  not  paid  on  taxable 
securities  they  remain  subject  to  the  full  taxation  under  the 
general  property  tax  without  the  privilege  they  previously 
had  of  ofifeetting  debt. 

This  New  York  tax  is  a  state  tax.  There  is  no  compulsion 
about  it.  The  law  is  an  opportunity.  The  state  can  only  make 
the  opportunity  as  available  as  possible.  The  comptroller's  de- 
partment, which  has  the  administration  of  the  law,  does  this 
by  having  a  permanent  office  in  New  York  City  as  well  as  in 
Albany,  and,  I  understand,  opens  temporary  offices  in  other 
cities  throughout  the  state. 

An  administrative  weakness  rises  from  the  fact  that  it  is 
only  an  opportunity,  and  has  no  compulsion  behind  it.  The 
entire  proceeds  go  to  the  state.  The  local  community  can  gain 
nothing  by  it.  Yet  it  affords  so  easy  a  means  of  escape  that 
the  local  assessor  can  have  no  heart  to  endeavor  to  enforce  the 
general  property  tax  against  those  securities  which  do  not  take 
advantage  of  the  Secured  Debts  Law. 

Those  who  oppose  the  tax,  that  is  to  say  especially  the  real 
estate  interests,  make  their  greatest  objection  on  the  score  of 
its  being  so  small.  A  tax  of  five  mills,  covering  the  entire  life 
of  a  long  term  security,  they  say  is  insignificant.  They  are 
not,  however,  at  any  pains  to  point  out  why  there  should  be 
any  taxation  of  securities  at  all  beyond  the  fact  that  the  more 
taxes  corporate  securities  pay  presumably  the  less  directly 
owned  real  estate  will  have  to  pay.  It  is  appropriate  to  point 
out  in  this  connection  that  the  New  York  initial  5  mill  tax 
would  amount  to  the  Wisconsin  Income  tax  according  to  the 
computation  already  made,  on  taxable  incomes  up  to  $1,000, 
for  securities  running  ten  years.  This  would  leave  out  of  con- 
sideration, too,  the  fact  that  the  New  York  tax  is  paid  in 
advance. 
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The  real  estate  owners  and  dealers  of  New  York  state  do  not 
make  any  objection  to  the  mortgage  recording  tax  law.  They 
are  fully  aware  of  the  principle  as  applied  to  their  own  busi- 
ness that  the  taxation  of  intangibles  amounts  to  a  tax  on  a 
form  of  doing  business.  The  mortgage  recording  tax  law 
antedates  in  New  York  the  Secured  Debts  Tax  law.  It  imposes 
a  tax  of  5  mills  on  the  recording  of  mortgages.  Unlike  the 
Secured  Debts  Tax  law  it  is  mandatory,  not  merely  permissive. 
In  the  nature  of  the  case  it  is  largely  self -enforcing.  Protec- 
tion against  the  "purchaser  for  value  without  notice"  is  so 
important  that  in  the  ordinary  run  of  business  the  mortgagee 
is  virtually  under  an  automatic  compulsion  to  put  the  mort- 
gage on  record,  and  to  do  this  he  must  pay  the  tax.  I  men- 
tion this  mortgage  recording  tax,  which  I  believe  practically 
all  interests  find  satisfactory,  especially  to  bring  out  the  bur- 
den of  the  tax.  Mortgages  run  in  New  York  either  for  three 
or  for  five  year  terms.  For  the  three  year  term  the  tax 
amounts  to  1.66  mills  per  annum,  and  for  the  five  year  term, 
obviously  to  1  mill  per  annum.  The  very  general  practice 
of  extending  the  mortgage,  perhaps  through  a  whole  series  of 
terms,  in  practice  very  greatly  reduces  this  taxation. 

The  New  York  tax  laws  in  so  far  as  they  affect  securities 
are  defective  also,  in  my  opinion,  in  that  they  impose  no  tax 
on  stock  corresponding  to  that  on  debts.  My  tax  logic  says 
that  if  one  representative  form  of  property  is  taxed,  all  should 
be.  In  New  York  the  corporation  franchise  tax  amounts  to 
a  special  taxation  falling  on  the  shareholder  in  corporations 
employing  capital  in  the  state,  for  which  there  is  no  equivalent 
against  wealth  directly  owned  by  individuals.  But  the  resi- 
dent of  the  state  owning  stock  in  a  corporation  which  does  not 
employ  any  capital  in  New  York  is  not  taxable  on  account  of 
that  stock. 

The  New  York  law  provides  for  the  registration  of  nearly  all 
forms  of  evidences  of  indebtedness  running  for  more  than  one 
year.  In  following  the  general  example  set  by  New  York,  the 
state  of  Michigan  limited  the  operation  of  its  statute  to  in- 
debtedness secured  by  liens  on  real  estate.  The  legal  machin- 
ery for  the  investment  of  funds  in  wealth  ought  not  to  have  so 
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great  an  effect  on  taxation.  The  people  who  invest  their  funds 
in  productive  wealth  and  have  their  investment  represented 
by  a  debenture  unsecured  by  mortgage  ought  not  to  be  com- 
pelled to  pay  taxes  at  the  full  general  property  rate  while 
at  the  same  time  a  bond  secured  by  a  mortgage  need  pay  only 
one  tax  of  5  mills  for  its  entire  life. 

Connecticut  first  advanced  the  idea  of  an  optional  statute 
in  its  act  of  1907.  The  New  York  statute  was  enacted  in  1911, 
and  the  one  in  Michigan  in  1913.  The  Connecticut  act  pro- 
vides for  an  optional  tax  amounting  to  four  mills  per  annum, 
instead  of  the  once  for  all  tax  of  New  York  and  Michigan. 
There  was  nothing  new  in  the  rate  established  by  Connecticut. 
The  new  thing  was  the  optional  idea,  which  sought  to  coax  se- 
curities into  paying  a  low  tax  by  leaving  the  penalty  of  lia- 
bility to  a  high  tax  unless  the  low  one  were  paid. 

The  simple  wording  of  the  Connecticut  statute  commends 
itself.  It  provides  for  the  registration  of  any  ' '  bond,  note  or 
other  chosen  action, ' '  and  so  avoids  certain  defects  of  the  New 
York  act,  and  the  large  defect  already  pointed  out  in  the 
Michigan  act. 

New  York  deserves  great  commendation  for  the  passage  of 
its  Secured  Debts  Tax  law.  It  is  a  state  with  large  interests  both 
in  investment  securities  and  in  real  estate.  Whatever  may 
happen  to  this  particular  statute  in  the  future  its  example  will 
not  be  lost.  The  lowest  previous  rate  I  believe  was  4  mills. 
In  the  same  year  Minnesota  passed  its  3  mill  tax  law,  Iowa 
its  5  mill  law,  and  Wisconsin  its  income  tax  law.  It  was 
certainly  a  marked  year  in  the  annals  of  the  taxation  of 
securities. 

Just  before  its  adjournment  this  year  the  Massachusetts  leg- 
islature passed  a  registration  act  on  the  payment  annually 
of  a  three  mill  tax.  This  applies  to  "  a  bond  secured  by  mort- 
gage on  tangible  property  situated  within  or  without  the  com- 
monwealth which  is  subject  to  taxation  wherever  situated,  and 
which  is  there  actually  taxed  shall  be  exempt  from  taxation 
within  the  commonwealth,  if  the  fact  of  the  taxation  of  such 
property  is  determined  by  the  tax  commissioner  and  the  bond 
is  registered"  with  the  tax  commissioner. 
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It  seems  rather  doubtful  to  me  if  this  is  likely  to  be  taken 
advantage  of  to  any  great  extent  until  its  constitutionality  is 
tested. 

A  decent  interstate  comity  and  fairness  as  among  the  sev- 
eral communities  of  the  state  itself  should  lead  to  the  same 
treatment  in  taxation  of  the  intangibles  representing  wealth 
in  another  state  and  those  representing  wealth  in  the  taxing 
jurisdiction.  Least  reasonable  of  all  are  those  states  which 
make  the  taxation  depend  on  the  jurisdiction  of  incorporation. 
But  let  us  consider  the  question  of  making  the  taxation  de- 
pend on  the  location  of  the  wealth  back  of  the  intangibles.  If 
the  entire  proceeds  of  the  taxation  go  to  the  state,  to  discrim- 
inate against  intangibles  secured  on  wealth  outside  the  juris- 
diction offends  only  against  state  comity.  But  if  proceeds 
from  the  tax  go  to  the  local  communities  such  discriminations 
lead  to  an  illogical  situation  as  among  those  communities  with- 
in the  jurisdiction.  It  is  just  as  important  to  Worcester, 
Massachusetts,  that  it  should  tax  one  of  its  citizens  for  his 
ownership  of  the  representative  of  wealth  located  in  Spring- 
field in  the  same  state  as  that  it  should  tax  another  citizen  for 
his  ownership  of  the  representative  of  v/ealth  in  Hartford, 
Connecticut.  What  concerns  Worcester  is  that  it  has  two 
wealthy  citizens  owning  in  some  representative  form  wealth 
located  outside  of  Worcester,  who  will  not  pay  any  taxes  in 
Worcester  unless  they  are  taxed  on  the  representative. 
Whether  the  wealth  back  of  the  representative  lies  within  or 
without  the  jurisdiction  of  Massachusetts  is  of  no  consequence 
to  Worcester  so  long  as  it  lies  outside  of  that  city. 

Pennsylvania,  Maryland,  Iowa,  Minnesota,  Rhode  Island 

The  Low  Rate  Plan 

We  come  now  to  another  plan  of  taxation  adopted  by  a  group 
of  states.  This  is  the  taxation  in  general  by  the  same  methods 
as  other  property,  but  at  a  lower  rate. 

The  rates  in  this  group  of  states  may  be  remarked.  Iowa 
shows  the  highest,  5  mills,  and  Minnesota  the  lowest  at  3  mills. 
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The  Maryland  tax  has  been  3  mills  for  local  purposes  and  the 
state  tax  superimposed  on  that.  Since  the  state  tax  has  usually 
amounted  to  about  1.5  mills  this  has  meant  a  total  tax  in 
Maryland  of  about  4.5  mills.  Last  year,  however,  the  state 
tax  was  exceptionally  high,  and  this  year  the  state  enacted  a 
statute  limiting  the  state  tax  on  securities  to  1.5  mills. 

In  the  case  of  Minnesota,  attention  should  be  called  to  the 
difference  in  treatment  between  mortgage  bonds  secured  on 
Minnesota  realty  and  other  bonds.  By  the  payment  of  the 
Minnesota  mortgage  recording  tax  the  bonds  secured  on  Min- 
nesota realty  are  not  subject  to  further  taxation.  The  mort- 
gage recording  tax  amounts  to  1.5  mills  for  mortgages  running 
not  more  than  5  years,  and  2.5  mills  for  mortgages  running 
more  than  5  years.  On  the  basis  of  a  five  year  mortgage  the 
tax  amounts  to  only  one  tenth  of  the  annual  3  mill  tax  on 
securities.  There  is  just  this  element  of  fairness  in  the  situa- 
tion, that  the  local  mortgage  bond  is  on  the  same  basis  as  the 
local  mortgage.  It  seems  distinctly  unfair,  however,  that  an 
unsecured  note  given  by  a  local  debtor  should  be  subject  to 
taxation  at  ten  times  the  rate  of  a  local  mortgage,  or  that  a 
debenture  bond  should  be  taxed  ten  times  as  much  as  a  mort- 
gage bond.  I  will  repeat  that,  for  reasons  already  given,  I 
believe  it  is  undesirable  to  make  a  distinction  between  locally 
created  representatives  and  those  representing  wealth  out- 
side the  jurisdiction. 

In  the  other  states  in  this  group  real  estate  mortgages  and 
corporate  securities,  whether  secured  by  mortgage  or  not,  are 
placed  squarely  on  the  same  basis,  as  they  should  be,  irre- 
spective of  the  location  of  the  tangible  property  they  repre- 
sent. 

Of  this  group  of  states  Pennsylvania  and  (practically) 
Maryland  place  stock  squarely  on  the  same  basis  as  evidences 
of  indebtedness.  To  reiterate,  this  presents  a  correct  treat- 
ment of  the  situation  and  recognizes  the  fact  that  both  stock 
and  bonds  are  representatives  of  tangible  property  already 
taxed.  In  Rhode  Island  stock  is  exempt  if  the  corporation  is 
carrying  on  business  for  profit  in  the  state.  Minnesota  and 
Iowa  exempt  stock  if  any  part  of  the  property  of  the  cor- 
poration is  assessed  in  the  state. 
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A  few  jurisdictions  do  not  tax  securities  at  all,  Delaware, 
District  of  Columbia  and  Washington.  Leaving  stock  out  of 
consideration  the  rest  tax  them  at  the  same  rate  as  other  prop- 
erty. Some  of  these  states  do  not  tax  stock  at  all,  others  make 
the  taxation  of  stock  depend  on  whether  tangible  property  of 
the  corporation  is  taxable  in  the  state.  Several  make  the 
taxation  of  stock  depend  on  whether  the  issuing  corporation  is 
incorporated  by  the  taxing  jurisdiction  or  not.  It  may  be 
stated  here  again  that  stock  should  receive  the  same  treatment 
as  other  representatives,  and  its  taxability  should  bear  no 
relation  to  the  location  of  the  tangible  property,  whether  in  or 
out  of  the  jurisdiction,  or  to  the  place  of  incorporation. 

So  far  our  consideration  has  been  entirely  of  the  taxation  of 
corporate  securities.  How  about  those  issued  by  the  states  and 
municipalities  ?  The  fallacy  of  a  state  taxing  its  own  securities 
and  by  an  extension  of  the  reasoning  the  fallacy  of  taxing  the 
securities  of  its  governmental  agencies,  the  municipalities  of 
the  state,  is  often  pointed  out.  Theoretically  it  is  the  impo- 
sition of  a  burden  on  the  man  the  state  is  asking  to  lend  to  it, 
and  he  will  not  lend  except  on  such  terms  as  will  carry  the 
burden.  Let  us  leave  for  a  moment  the  consideration  of  the 
bonds  of  a  state  for  those  of  the  municipalities  which  are  its 
governmental  agents.  It  must  be  remembered  that  the  local 
tax  is  the  big  end  of  taxation.  If  residents  of  New  York  City 
bought  all  the  bonds  issued  by  the  city  it  would  be  entirely 
fallacious  for  the  state  to  compel  New  York  City  to  tax  the 
bonds.  The  residents  of  the  city  who  did  not  own  any  of  the 
city's  bonds  would  not  be  any  better  off  because  of  the  taxa- 
tion. Assume  that  the  city  should  issue  only  registered  bonds 
and,  knowing  every  holder,  should  collect  the  entire  tax.  It 
would,  of  course,  be  simply  collecting  money  to  pay  it  all  back 
in  the  form  of  a  higher  interest  charge.  All  the  work  of  collec- 
tion and  repayment  would  be  gone  through  with  and  nobody 
any  better  but  everybody  worse  off. 

But  suppose  a  resident  of  Elmira,  buys  some  of  these  bonds. 
We  have  the  same  problem  of  a  community  dissatisfied  with 
having  a  wealthy  resident  who  pays  us  taxes  in  the  community. 
So  far  as  Elmira  is  concerned  it  makes  no  difference  whether 
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its  citizen  owns  New  York  City  or  Cliicago  or  Boston  bonds. 
Of  course  we  can  never  settle  this  question  till  we  can  decide 
how  much,  if  any,  of  a  man's  taxes  should  be  paid  on  account 
of  and  at  the  community  of  his  residence. 

Presumably  the  costs  municipal  bonds  impose  on  the  govern- 
ment are  somewhat  less  than  those  imposed  by  other  securities, 
and  of  these  costs,  part,  those  of  the  courts,  are  borne  by  the 
state  and  not  by  the  municipal  community.  In  short  we  get 
our  small  reason  for  taxing  securities  under  present  condi- 
tions still  further  attenuated,  and  a  special  reason  for  not  tax- 
ing them  at  all.  Since  this  is  a  special  case,  and  the  reason 
for  a  state  not  taxing  its  own  bonds  does  not  apply  to  the 
taxation  of  bonds  of  other  states,  the  principle  of  state  comity 
perhaps  is  not  strong  enough  to  require  that  the  state  and 
municipal  bonds  of  other  states  be  exempt  from  taxation.  If 
not  exempt  they  should  of  course  be  treated  just  the  same  as 
other  securities. 

There  is  only  one  slight  possible  reason  for  a  demand  that 
a  state  should  tax  its  own  bonds — that  they  may  not  be  evenly 
distributed  throughout  the  state,  so  that  the  citizens  of  one 
community  have  more  funds  invested  in  non-taxables  than  the 
citizens  of  another  community.  This  reason  becomes  so  at- 
tenuated that  it  may  well  be  neglected,  and  a  statement  be 
fairly  made  that  there  is  no  reason  for  state  bonds  being  taxa- 
ble in  the  issuing  jurisdiction  at  all. 

Any  taxation  of  corporate  securities  likely  to  be  accepted  at 
present  is  probably  greater  than  any  reasons  will  justify  under 
present  conditions  in  which  the  direct  owner  of  wealth  is  not 
taxed  a  corresponding  amount  by  the  community.  So  with 
the  smaller  justification  for  taxing  the  securities  of  municipal- 
ities within  the  jurisdiction,  we  may  very  well  take  advantage 
of  any  willingness  to  forego  taxation  entirely,  and  seek  to 
extend  to  states  not  already  recognizing  it  the  principle  of 
exemption  from  taxation  of  bonds  issued  by  municipalities 
within  the  jurisdiction. 

A  state  should  of  course  give  the  municipal  bonds  of  other 
states  the  best  treatment  it  affords  to  any  security.  ]\Iiehigan, 
for  example,  does  not  provide  for  the  taxation  of  municipal 
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bonds  under  its  securities  registration  law.  So  outside  muni- 
cipal bonds  remain  subject  to  the  general  property  tax  while 
outside  corporation  mortgage  bonds  need  pay  only  the  one  5 
mill  recording  tax. 

I  have  already  stated  my  belief  that  the  taxation  of  all  rep- 
resentatives should  be  on  the  same  basis.  The  mere  statement 
ought  to  indicate  the  reasonableness  of  treating  corporate  in- 
debtedness and  individual  indebtedness  in  the  same  way  in 
taxation.  What  essential  difference  is  there  between  a  cor- 
porate promise  to  pay  and  an  individual  promise  to  pay  that 
should  lead  the  state  to  tax  one  differently  from  the  other? 
Wherever  this  appears  to  the  disadvantage  of  the  corporate 
obligation  investment  bankers  have  a  right  to  object;  and  of 
course  conversely  M^hen  it  is  to  the  disadvantage  of  individual 
mortgages  the  objection  of  the  mortgage  banker  is  valid.  It 
may  not  be  so  obvious  that  no  distinction  should  be  made  in 
taxation  between  a  debt  secured  by  mortgage  and  one  not  so 
secured.  I  think  that  an  investment  banker  would  say  at  once 
that  a  mortgage  bond  and  a  debenture  bond  should  be  treated 
alike  in  taxation.  The  essential  thing  is  that  presumably  the 
debt  whether  secured  or  unsecured  by  mortgage  represents 
tangible  property  somewhere  that  is  liable  to  taxation  where  it 
is  located.  The  precise  architecture  of  the  legal  structure  does 
not  affect  the  economic  situation  for  purposes  of  taxation. 

This  is  true  even  though  the  representative  intangible  does 
not  take  the  form  of  a  debt  at  all,  but  is  stock  in  a  corporation. 
Every  banker  knows  that  the  elements  of  risk  and  control 
grade  off  by  degrees  through  common  stock,  the  variations  of 
preferred  stock,  income  bonds,  debentures  and  mortgage  bonds. 
Each  represents,  or  presumably  represents,  capital  invested 
somewhere  in  tangible  property.  Not  to  tax  stock  on  the 
principle  regularly  adduced  that  the  stock  represents  tangible 
property  which  presumably  is  taxed,  simply  states  a  reason 
for  not  taxing  any  representative  intangible.  On  principle 
stock  and  bonds  stand  on  the  same  footing  in  taxation.  If 
they  do  not  receive  the  same  treatment  an  unfair  discrimina- 
tion is  made  against  the  conservatively  inclined  class  in  the 
community.     To  tax  bonds  and  not  to  tax  stock  exerts  the 
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strongest  kind  of  pressure  towards  investment  in  stock.  If 
our  tax  laws  were  uniform  and  uniformly  enforced  the  situa- 
tion would  adjust  itself.  The  interest  rate  on  bonds  would 
rise  to  cover  the  imposition  of  the  tax  and  it  would  in  this  way 
ultimately  come  out  of  the  stockholder's  pocket.  Under  the 
present  situation  with  varying  degrees  of  enforcement,  a  state 
which  taxes  bonds  but  leaves  stock  tax  free,  tends  to  force  out 
of  its  jurisdiction  the  ownership  of  underlying  securities.  Of 
course  a  state  will  not  succeed  in  collecting  a  two  per  cent  tax 
on  a  four  per  cent  security.  This  does  not  mean,  however,  that 
on  the  endeavor  of  a  state  to  enforce  a  tax  all  its  security 
owning  citizens  resort  to  dodging.  It  may  mean  that  they  are 
selling  their  taxable  securities  beyond  the  jurisdiction  and 
buying  non-taxable  stock.  ]\Iany  people  who  would  prefer  to 
assume  a  non-speculative  position  and  be  bond  owners  find 
themselves  forced  into  the  risk  assumption  of  a  stockholder. 
Any  man  who  has  had  experience  in  selling  securities  in  New 
Hampshire  or  Massachusetts  knows  that  many  people  buy  non- 
taxable stock,  which  except  for  their  tax  exempt  aspect  could 
not  be  sold  to  the  purchaser  in  competition  with  an  underlying 
security.  Near-by  states,  in  which  the  tax  on  securities  is  light, 
or  which  make  no  serious  attempt  to  enforce  the  tax  on  secur- 
ities, can  easily  absorb  all  the  taxable  securities  of  a  jurisdic- 
tion like  New  Hampshire. 

Both  as  a  matter  of  taxation  principle,  and  as  a  matter  of 
fairness  to  the  conservative  investors  of  a  community,  stock 
and  bonds  should  receive  the  same  treatment  in  taxation. 

I  would  personally  advocate  the  taxation  of  securities  at  a 
low  annual  rate,  the  tax  to  be  a  source  of  local  and  not  ex- 
clusively a  source  of  state  revenue.  Just  what  the  rate  of 
tax  ought  to  be  cannot  be  a  matter  of  a  scientifically  precise 
ascertainment.  Probably  the  actual  justification  of  a  tax  on 
representatives  which  has  no  equivalent  in  the  case  of  directly 
owned  property  would  not  cover  a  tax  much  higher  than  that 
imposed  in  New  York.  The  demand  for  this  taxation  against 
the  security  holder,  who  otherwise  would  not  pay  taxes  in  the 
community  in  which  he  lives,  is  pretty  insistent.  Expediency 
would  make  security  owners  welcome  a  higher  tax  than  prin- 
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ciple  would  justify.  It  may  be  that  people  will  sometime  come 
to  the  conclusion  that  some  taxes  ought  to  be  paid  in  the  com- 
munity of  residence  on  account  of  directly  owned  property  as 
well  as  on  account  of  representatives.  Such  a  tax,  equal  to 
the  tax  on  intangibles,  would  even  matters  up. 

Let  us  bring  together  for  comparison  the  various  rates  com- 
puted on  an  annual  basis  imposed  on  intangibles  in  the  several 
endeavors  to  get  away  from  the  general  property  tax : 

Connecticut : 

Optional  statute  equivalent  to 4       mills 

Iowa 5         " 

Maryland : 

3  mills  local,  and  say  the  maximum  of  1.5  mills 
state 4.5      " 

Minnesota : 

Securities 3         " 

Mortgages    0.3      " 

Michigan : 

Mortgage  securities  (based  on  a  25  year  bond)  — 

say 0.2      " 

Mortgages  (based  on  a  three  year  mortgage) — say  1.66    " 

New  YorTc: 

Securities  (based  on  a  25  year  bond) — say 0.2      " 

Mortgages  (based  on  a  three  year  mortgage) — say  1.66    " 

Pennsylvania 4        " 

Bhode  Island 4         " 

Wisconsin : 

(Capitalizing   the    income    tax    on   a   5    per    cent 
basis) 0.5      "      to  3.  mills 

It  should  be  stated  again  that  probably  the  greater  part  of 
the  Wisconsin  taxation  would  be  nearer  the  lower  basis  of  one 
half  a  mill  than  would  approximate  the  higher  basis  of  3  mills. 
To  reach  the  3  mill  basis  taxable  income  has  to  reach  in  excess 
of  $12,000. 

The  medium  of  the  Wisconsin  Income  Tax,  on  a  capitalized 
basis,  say  1.5  mills,  or  the  maximum  of  the  New  York  and 
Michigan  mortgage  recording  tax  of  1.66  mills,  seems  to  me  a 
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rate  of  taxation  that  those  interested  in  securities  might  fairly 
ask  be  applied  to  all  intangibles. 

There  are  certain  imperfections  in  a  fixed  or  inelastic  rate 
of  taxation.  For  one,  the  person  who  is  taxed  has  no  special 
interest  in  the  public  economy,  because  his  rate  is  fixed.  A 
special  tax  on  securities,  justified  at  all  only  by  a  narrow  set 
of  considerations  does  not  present  the  same  reasons  for  elas- 
ticity as  the  general  tax  in  wealth.  Still  this  aspect  of  taxation 
might  be  considered.  Instead  of  an  absolute  fixed  rate  the  tax 
might  be  a  fixed  percentage  of  the  general  tax  on  wealth,  say 
one-tenth.  That  is  if  the  general  tax  were  1.5  per  cent,  the 
securities  tax  would  be  1.5  mills,  and  if  the  general  tax  rose 
to  2  per  cent,  the  securities  tax  would  be  2  mills. 

Discussion— Taxation  of  Securities 

Mr.  Nils  P.  Haugen  of  Wisconsin:  Mr.  Chairman  and 
Gentlemen  of  the  convention,  I  read  Mr.  Lyon's  paper  coming 
down  on  the  train  from  Madison  to  Chicago  on  Sunday  so  that 
I  am  somewhat  familiar  with  the  subject  that  he  had  in  hand 
this  evening  and  know  his  viewpoint.  In  his  paper  he  ap- 
proves in  a  general  way  of  the  special  methods  of  taxing  se- 
curities which  have  been  adopted  "in  Minnesota  and  Iowa  and 
which  have  been  so  successful  as  a  revenue  producer  in  the  city 
of  Baltimore.  There  is  no  question  but  that  the  methods 
adopted  in  those  jurisdictions  are  a  great  improvement  over 
the  old  property  tax  applied  to  this  class  of  property,  because 
we  know  that  it  is  about  impossible  to  administer  the  taxation 
laws  when  we  levy  the  same  rate  upon  securities  that  we  do 
upon  property  generally ;  so  that  this  has  been  a  great  advance 
step.  These  jurisdictions  have  been  able  to  get  much  more 
revenue  out  of  this  class  of  property  than  they  did  before  this 
new  method  was  adopted. 

I  have  never  been  able  myself  to  approve  the  idea  that,  in 
the  first  place,  securities  were  not  property,  and  that  the  man 
who  owns  securities  should  be  exempt  from  taxation  entirely, 
and  I  had  occasion  to  express  myself  on  that  subject  more  than 
ten  years  ago,  when  my  colleagues  on  the  commission  in  Wis- 
consin recommended  the  entire  exemption  of  intangible  prop- 
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erty  from  taxation.  That  was  really  what  laid  the  foundation 
in  our  state  for  the  income  tax  which  we  have  today.  In  the 
discussion  of  that  question  before  the  legislative  committee  the 
question  was  asked  what  will  you  do  to  get  some  revenue  out 
of  property  of  this  kind.  I  admitted  of  course  that  our  tax 
methods  had  not  been  very  successful.  The  fact  is  that  this 
question  was  discussed  one  evening  before  the  legislative  com- 
mittee and  an  amendment  to  our  constitution  authorizing  an 
income  tax  was  introduced  in  the  legislature  the  very  next  day. 
I  had  something  to  do  with  drafting  it  at  that  time. 

There  is  one  objection  to  the  general  flat  rate  that  has  ap- 
pealed to  me.  It  is  not  that  it  is  not  a  revenue  producer— you 
can  raise  revenue  in  many  ways— but  to  my  mind  it  is  not 
equitable.  Under  a  flat  rate  upon  the  face  value  of  the 
security,  a  security  that  draws  three  per  cent  is  assessed 
at  the  same  value  as  a  security  that  draws  five  or  six 
or  even  eight  per  cent.  A  man  who  receives  only  three  or  four 
per  cent,  reducing  it  to  an  income  tax,  pays  twice  the  rate  that 
a  man  does  upon  a  security  that  draws  six  or  eight  per  cent, 
and  that  to  my  mind  is  not  equitable.  It  does  not  appeal  to 
my  sense  of  justice  in  taxation  matters.  In  that  respect  I 
think  that  our  income  tax  meets  the  requirements  of  equitable 
taxation  much  better  because  it  automatically  adjusts  itself 
to  the  interest  rate.  The  man  who  receives  three  per  cent 
pays  of  course  a  much  less  rate,  reducing  it  to  a  property  tax, 
than  the  man  who  has  a  security  that  draws  six  per  cent.  The 
rate  as  stated  by  Mr.  Lyon  under  the  Wisconsin  income  tax 
law  is  so  moderate  that  there  is  less  disposition  to  evade  the 
tax.  Of  course  that  is  true  too  with  reference  to  the  flat  rate ; 
there  is  less  disposition  to  evade  the  tax  than  there  would  be 
if  you  taxed  intangibles  the  same  as  you  do  other  property.  I 
wanted  rather  to  emphasize  the  fact  that  a  flat  rate  is  not 
equitable  as  between  the  different  classes  of  securities  that 
draw  different  rates  of  interest. 

IMr.  W.  Hastings  Lyon  of  New  York:  Inasmuch  as  I  was 
fairly  brief  in  my  statement  may  I  add  a  word  or  two  to  what 
]\rr.  Haugen  has  said  ?    When  the  question  of  the  Wisconsin 
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income  tax  is  raised  I  feel  a  bit  of  sympathy  with  that  old 
rhyme  ^Yhich  says — "how  happy  I  could  be  with  either  were 
t'other  dear  charmer  away. ' '  However,  the  very  objection  that 
is  raised  to  my  proposal  is  the  one  objection  I  have  to  the  in- 
come tax.  Let  us  take  a  New  York  City  4^4  per  cent  bond 
which  was  selling  approximately  at  par  and  a  preferred  stock, 
many  issues  of  which  have  been  issued  within  the  past  five 
or  six  years  yielding  seven  per  cent  and  put  on  the  market  at 
approximately  par ;  is  the  man  who  is  receiving  seven  per  cent 
from  a  preferred  stock  any  more  able  to  pay  than  the  man  who 
is  receiving  four  and  a  quarter  from  a  New  York  City  bond? 
I  say  he  is  not.  The  difference  in  the  yield  represents  the 
assumption  of  risk.  Approximately  the  extra  three  per  cent 
in  that  case  represents  risk  that  is  assumed  by  the  purchaser 
of  the  security  pajdng  the  higher  income  and  does  not  in  any 
way  represent  ability  to  pay  because  in  the  long  run  the  man 
who  purchased  a  security  on  the  seven  per  cent  basis  is  bound 
to  lose  some  money,  some  of  his  principal,  as  compared  with  a 
man  purchasing  securities  on  the  four  and  one-quarter  per 
cent  basis.  That  element  of  risk  ought  to  be  taken  into  con- 
sideration, it  seems  to  me,  in  levying  taxes.  Now  my  proposal 
is  not  to  levy  absolutely  a  flat  rate  but  to  levy  a  rate  on  the 
market  value  of  the  security,  which  is  as  ascertainable  a  thing 
as  the  market  value  of  any  other  form  of  property.  The  gen- 
eral appraisal  at  large  of  value  made  by  the  market  takes  into 
consideration  more  of  the  elements  of  taxation  of  the  security 
than  any  other  means  of  assessment. 

!Mr.  Oscar  Leser  of  ^Maryland:  I  do  not  intend  to  say  any- 
thing on  the  subject  except  that  Mr.  Haugen  bases  his  o^vn 
objection  to  the  flat  rate  on  the  point  that  it  makes  no  allow- 
ance for  the  difference  in  jneld.  Speaking  for  the  law  in 
Maryland  I  would  like  to  inform  him  that  the  assessment  there 
is  made  on  the  market  value  and  therefore  draws  a  distinction 
in  the  assessable  value  based  on  the  yield. 

]Mr.  Haugen :  Are  there  not  many  securities  in  your  state 
that  have  no  market  value  ?  For  instance,  take  bank  stock.  In 
our  state  we  assess  bank  stock  subject  to  the  same  rate  as  prop- 


DISCUSSION— TAXATION  OF  SECUKITIES  227 

erty  in  general  under  the  old  personal  property  tax  law.  We 
have  had  quotations  of  bank  stock  in  the  city  of  Milwaukee 
and  in  the  city  of  La  Crosse,  but  in  this  last  year  in  the  city 
of  Milwaukee  only.  In  the  local  communities  bank  stock  is 
kept  closely  in  the  hands  of  merchants  and  business  men  and 
is  not  transferred.  There  may  not  be  a  transfer  for  years. 
There  is  no  way  of  establishing  a  market  value  unless  by 
capitalizing  the  dividends  declared  from  year  to  year ;  for  there 
are  no  actual  sales.  Now  I  can  see  how  Mr.  Lyon,  thinking  of 
securities  on  the  market  in  New  York  and  securities  issued  by 
large  corporations,  has  not  the  difficulty  which  we  have  in  as- 
sessing corporate  stock  in  "Wisconsin.  "We  have  been  assessing 
bank  stock  in  "Wisconsin  because  that  is  the  only  stock  that  re- 
mains taxable  with  us,  but  we  have  absolutely  no  market  value 
to  judge  by.  There  are  no  sales.  There  may  not  be  a  sale  for 
ten  years  of  some  stock  in  local  banks.  It  is  held  tight  by  a 
few  men  in  the  community. 

Mr.  Leser:  Is  not  the  same  thing  true  with  sales  of  real 
estate  ? 

Mr.  Haugen:  There  are  some  sales  of  real  estate.  There 
is  not  a  township  in  "Wisconsin  where  there  are  not  any  sales. 

Mr.  Leser:  Do  you  assess  the  property  of  large  corpora- 
tions, assess  the  trackage  of  railroad  companies  ? 

Mr.  Haugen :  "We  assess  railroad  property  as  a  unit.  We 
really  depend  more  on  capitalizing  the  net  earnings  than  on 
any  other  method. 

Chairman  Howe:  It  is  rather  hard  for  the  stenographer 
to  hear  this  discussion  and  I  will  request  the  gentlemen  to 
turn  this  way  and  talk  a  little  louder. 

IMr.  Leser :  We  introduced  the  flat  rate  system,  the  one  per 
cent  plan,  and  Ave  based  the  assessable  value  of  bank  stock  on 
its  market  value  and  where  there  are  no  quotations  we  ascer- 
tain that  by  comparisons,  by  capitalizing  the  income,  if  you 
please,  with  some  consideration  as  to  the  stability  of  dividend 
rates,  and  a  comparison  with  other  institutions  similarly  cir- 
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cumstanced.  You  may  find  also  that  the  o\^Tiers  of  shares  some 
times  die  and  their  shares  are  appraised,  and  sometimes  there 
are  private  sales  of  securities  which  are  ascertainable.  We  do 
not  base  it  on  the  face  value. 

Mr.  Haugen:  I  presume  it  is  the  rule  generally,  through- 
out the  northwest  any  way,  where  securities  were  assessed 
under  the  general  property  tax  that  it  amounted  to  an  assess- 
ment at  par  value,  but  I  am  glad  to  hear  that  you  are  taking 
notice  of  the  difference  in  the  rate  of  interest  because  that  I 
think  is  eminently  just.  But  while  we  were  assessing  intangi- 
bles that  was  not  the  case  with  us.  The  local  assessors  did  not 
do  that.  Of  course  under  the  supervision  of  a  man  so  well 
qualified  to  perform  the  duties  of  assessor  as  Judge  Leser,  I 
can  see  how  the  local  assessors  would  be  able  to  do  that,  but 
taking  the  assessors  elected  locally  in  the  different  commun- 
ities throughout  the  Western  states,  it  would  be  very  difficult 
to  get  them  to  take  that  notice  of  the  difference  in  the  rate  of 
interest  that  you  have  referred  to  as  being  observed  in  Mary- 
land. 


LIFE  INSURANCE  TAXATION 
W.  F.  Gephart 

Professor  of  Economies,  Washington  University,  St.  Louis,  Mo. 

In  asking  your  attention  to  the  subject  of  life  insurance 
taxation,  I  speak  not  so  much  as  the  official  representative  of 
the  National  Association  of  Life  Underwriters,  as  I  do  in  be- 
half of  the  interests  of  the  twenty-five  million  policy  holders 
of  life  insurance. 

The  National  Association  of  Life  Underwriters  is  an  organ- 
ization of  over  five  thousand  members,  engaged  in  the  most 
unselfish  work  of  insurance  education.  At  present,  the  organ- 
ization is  devoting  itself  to  an  extensive  educational  campaign 
on  insurance  taxation.  I  state  that  the  work  of  this  organiza- 
tion is  wholly  unselfish,  for  as  insurance  underwriters  they 
have  nothing  to  gain  by  having  insurance  taxes  reduced  or 
abolished.  As  underwriters,  they  could  sell  as  much  taxed 
insurance  as  untaxed  insurance. 

I  shall  not  weary  you  with  a  discussion  of  the  taxation  theory 
as  applied  to  life  insurance.  Such  a  discussion  would  neces- 
sarily be  negative  for  there  is  no  large  amount  of  true  taxation 
theory,  which  would,  in  any  sense,  be  applicable  or  justify  the 
present  methods  of  taxing  life  insurance  in  the  United  States. 
It  is  not  because  good  theory  justifies  the  taxation  of  life  in- 
surance that  we  find  the  present  situation  existing  in  the 
United  States.  This  condition  is  due  to  just  two  facts.  First, 
the  general  lack  of  information  on  the  part  of  legislators  and 
people  in  general  as  to  the  real  nature,  purpose  and  plan  of 
life  insurance.  Second,  the  large  accumulated  funds  of  insur- 
ance companies,  and  the  many  diverse  sources  of  its  accumula- 
tion make  an  easy  and  immediately  available  revenue  for  the 
state  legislature,  hard  pressed  for  additional  revenue,  to  meet 
the  rapidly  growing  state  expenditures. 

As  a  tax,  it  is  very  indirect.  Little  complaint  is  made  by  the 
payer  of  the  tax.     To  the  uninformed  legislators,  these  large 

229 


230  NATIONAL  TAX  ASSOCIATION 

aggregations  of  fuuds  seem  to  be  the  property  of  a  company 
"  A  "  or  "  B  ",  often  of  another  state.  He  does  not  understand 
that  their  funds  are  not  assets,  but  liabilities;  that  they  are 
not  the  property  of  the  company  or  its  officers,  but  that  their 
officers  are  but  serving  in  a  trustee  relationship  to  care  for  the 
funds. 

It  is,  therefore,  practical  considerations  and  not  good  theory 
or  statesmanship  which  is  responsible  for  life  insurance  taxa- 
tion. 

In  the  beginning  insurance  was  taxed  for  the  purpose  of 
providing  a  fund  for  purposes  of  supervision,  but  it  has  long 
since  departed  from  this  simple  purpose.  In  1913  the  total 
cost  of  supervision  of  every  kind  was  $1,166,788 ;  but  the  taxes 
levied  and  raised  were  over  $13,000,000.  One  state  collects 
>1, 324,815  from  the  insurance  taxes  and  spends  about  $35,000 
on  its  insurance  department. 

Insurance  is  the  only  great  business  in  the  United  States, 
which  in  the  forty-eight  states  is  compelled  to  meet  all  the 
expenses  of  supervision  and  inspection,  and  at  the  same  time 
return  to  the  state  treasury  such  large  revenues.  In  addition 
to  the  state  taxes,  there  are  in  many  states  local  taxes  and 
licenses.  Insurance  is  a  method  of  calculating,  assuming  and 
distributing  losses,  and  hence  the  taxation  of  insurance  is 
essentially  a  tax  on  losses. 

True  insurance  is  not  a  specie  of  pure  income  yielding  prop- 
erty, the  only  thing  upon  which  any  tax  is  to  be  justified.  The 
sums  set  aside  by  the  policy  holders  in  the  form  of  premiums 
are  all  for  the  purpose  of  providing  for  the  principal  loss  fund. 
The  so-called,  but  erroneously  designated,  dividends  are  simple 
sums  by  which  the  policy  holders  may  reduce  the  period  of 
payments  or  the  sums  set  aside  for  the  benefit  of  others. 

It  has  been  urged  that  insurance  becomes  a  source  of  in- 
come when  a  policy  becomes  paid  up,  and  the  policy  holder 
draws  dividends.  This  is  true  only  of  endowment  policies, 
and  only  true  then  in  the  relatively  few  instances  where  the 
individual  neither  takes  his  cash  value  of  the  policy,  nor  pur- 
chases additional  paid-up  insurance  with  the  policy  value. 
Such  isolated  instances  cannot  make  insurance  primarily  an 
investment,  nor  justify  the  excessive  taxation  of  insurance. 
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Life  insurance  is  essentially  mutual,  that  is,  cooperative.  A 
fundamental  principle  in  theory,  in  law  and  in  practical  op 
eration  is  that  no  one  can  in  a  commercial  sense  gain  from 
having  an  insurance  policy.  In  life  insurance  the  policy  is 
taken  by  one  party  for  the  benefit  of  a  second  party.  Thus, 
in  the  greater  number  of  cases,  it  is  an  act  for  the  benefit  of 
dependents,  and  one  from  which  the  state  directly  benefits. 

Briefly,  the  facts  of  life  insurance  taxation  are  as  follows : 

In  1913  over  $13,000,000  were  paid  as  insurance  taxes.  This 
was  on  a  premium  income  of  $666,000,000.  There  are 
25,000,000  policy  holders,  and  $20,000,000,000  of  insurance  in 
force.  Ninety  per  cent  of  the  policies  are  in  the  life  plan.  The 
average  policy  is  about  $650,  and  the  average  premium  about 
$26.  Excluding  industrial  policies,  the  average  policy  is  about 
$2,000,  and  the  average  premium  about  $100.  Taxes  are  now 
three  times  the  ratio  to  premiums  that  they  were  in  1860.  How 
many  business  or  forms  of  property  have  had  such  a  ratio  of 
increase  in  the  taxes  levied? 

In  1871,  twenty  states  did  not  tax  the  premium  income.  At 
present  every  state  except  one  does.  The  policy  holder  pays 
these  taxes.  An  insurance  company  has  no  source  of  revenue 
other  than  that  of  the  premiums  paid  by  policy  holders.  Not 
only  is  there  this  heavy  tax  on  premiums,  but  when  these  pre- 
miums become  absorbed  in  the  reserve  of  the  companies  and 
take  the  form  of  bonds,  mortgages  and  other  forms  of  property, 
they  are  again  taxed.  Twenty-seven  states  levy  a  tax  on  gross 
premiums  without  any  deduction,  and  nineteen  states  make 
certain  reductions.  There  are  nineteen  different  rates  of  tax- 
ation. Twelve  states  have  within  the  past  seven  years  reduced 
taxes  and  thirteen  have  increased  them. 

This  $13,000,000  paid  in  taxes  in  1913  would  have  purchased 
$550  additional  insurance,  that  is,  protection  for  dependents 
for  those  policy  holders  who  paid  the  tax.  It  would  have  paid 
the  salaries  of  all  officials  of  insurance  companies  se"ven  times 
over.  It  would  have  added  $70  to  every  $1,000  death  claim 
paid. 

Many  European  nations  exempt  in  whole  or  in  part  the 
amount  paid  for  insurance,  up  to  a  certain  amount.    In  short, 
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the  present  taxes  levied  on  insurance  in  the  United  States  are, 
in  some  cases,  exceedingly  excessive  and  as  a  whole  are  in- 
equitable. 

We  therefore  respectfully  urge  tliat  those  who  have  never 
given  the  subject  any  special  study,  take  up  the  matter  for  a 
careful  examination,  and  we  also  ask  that  those  who  have 
studied  it  re-examine  the  grounds  upon  which  they  think  this 
burden  upon  thrift  and  protection  for  dependents  can  be  justi- 
fied. We  cannot  hope  of  course  to  do  away  with  insurance 
taxation.  It  is  too  easy  a  source  of  revenue  to  ever  hope  to  da 
away  with  it,  but  we  certainly  have  a  right  to  hope  that  some 
of  the  inequalities  of  taxation  of  insurance  in  the  United  States 
today  will  be  remedied.  In  closing  I  wish  to  thank  you  very 
kindly  for  the  time  on  behalf  of  the  National  Association  of 
Life  Underwriters. 


REPORT  OF  COMMITTEE  ON  DOUBLE  TAXATION 
AND  SITUS  FOR  PURPOSES  OF  TAXATION 

Your  comniittee  on  "Double  Taxation  and  Situs  for  Pur- 
poses of  Taxation,"  begs  leave  to  report,  in  part,  and  to  sug- 
gest that  the  importance  of  the  topic  assigned  to  it  is  so  great, 
and  calls  for  so  much  detailed  study,  that  the  committee  may 
well  be  continued  for  another  year,  under  instructions  to 
report  at  the  next  National  Tax  Conference, 

Of  the  five  members  of  your  committee,  two  have  been  un- 
able to  participate  in  its  work  and  therefore  they,  Messrs. 
Walker  and  Smith,  are  not  to  be  considered  as  subscribing  to 
this  report.  The  Chairman,  Mr.  Trabue,  who  is  unable  to  be 
present,  has  prepared  an  analysis  of  decisions  relating  to 
situs.  This  analysis  is  annexed  hereto  in  the  belief  that  it 
indicates  both  the  present  confused  situation,  and  also  the 
difficult  problem  which  is  to  be  studied. 

Much  of  the  confusion  existing  in  the  field  of  taxation  in 
this  country  arises  from  the  existence  of  our  many  separate 
state  governments,  each  with  its  own  code  of  tax  laws.  Juris- 
diction is  ill-defined.  Nearly  every  state  is  anxious  to  bring 
the  greatest  possible  number  of  subjects,  and  the  greatest  pos- 
sible amount  of  property  under  its  taxing  jurisdiction.  So 
great  has  been  the  pressure  in  this  direction,  that  legislatures 
have  too  frequently  neglected  to  observe  the  ordinary  rules 
of  equity  and  fair  play,  and  the  courts  have  too  often  given 
judicial  sanction  to  methods  of  taxation  which  are  not  eco- 
nomically justified  under  our  present  system  of  industrial 
and  fiscal  organization. 

A  previous  National  Tax  Conference  has  heretofore  stated 
its  conviction  that  the  general  property  tax  in  this  country 
has  proved  ineffective,  and  it  has  suggested  some  partial  rem- 
edies for  this  failure.  Much  remains  to  be  done,  however,  in 
the  promulgation  of  a  constructive  program,  and  there  is  need 
of  weU  considered  findings,  as  to  the  principles  and  considera- 
tions which  should  prevail  in  the  establishment  or  modification 
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of  tax  systems  in  the  several  states.    Your  committee  is  con 
vinced  that  it  is  possible  to  set  forth  a  program  which  shall 
be  sound   economically,   yet   which   shall   be   more  than   an 
academic  discussion  the  teachings  of  which  cannot  be  applied 
to  the  actually  existing  conditions. 

In  the  numerous  efforts  for  tax  reform  which  have  been 
made  in  the  American  states  during  the  last  twenty  or  twenty- 
five  years,  at  least  four  tendencies  can  be  identified.    Namely : 

1.  To  centralize  the  assessing  authority.  This  has  resulted 
in  the  establishment  of  state  tax  commissions,  county  boards 
of  review,  etc. 

2.  To  establish  special  taxes  for  different  classes  of  prop- 
erty or  activity,  thus  abolishing  or  modifying  in  some  respects 
the  unsatisfactory  general  property  tax. 

3.  To  separate  the  sources  of  state  and  local  revenue,  and 
provide  home  rule  or  local  option  in  taxation. 

4.  To  secure  the  establishment,  in  whole  or  in  part,  of  the 
single  tax. 

As  to  the  profit  or  loss  which  has  resulted  from  these  various 
tendencies,  we  are  not  now  concerned.  Our  problem  is  to 
ascertain  and  set  forth  the  controlling  principles  as  to  situs 
of  property  for  purposes  of  taxation,  principles  which  should 
be  adhered  to  by  the  several  states  under  whatever  form  their 
tax  systems  exist,  to  the  end  that  interstate  comity  may  be 
observed,  and  equitable  and  practicable  taxation  may  result. 
Your  committee  has  no  intention  of  undertaking  to  maintain 
that  forms  of  taxation  can  be  uniform  in  the  several  states. 
It  is  too  clear  to  need  proof  that  each  state  will  develop  its 
own  forms  of  taxation,  and  that  within  limits  each  ought  so  to 
do.  It  need  not  be  concluded  that  thereby  sound  economic 
principles  must  or  will  be  disregarded. 

Concerning  the  situs  of  real  estate  for  purposes  of  taxation, 
there  need  be  no  long  discussion.  By  legislative  enactment 
and  judicial  interpretation,  the  situs  of  real  estate  is  estab- 
lished at  the  place  of  location,  and  the  taxation  of  real  estate, 
as  such,  is  imposed  there,  and  there  alone. 

Likewise,  no  consideration  need  be  given  by  your  committee 
to  questions  of  intrastate  situs,  to  coin  a  plirase.     Such  ques- 


EEPORT  OF  COMMITTEE  ON  DOUBLE  TAXATION         235 

tions  are  purely  local.  They  have  no  direct  connection  with 
interstate  relationships.  Undoubtedly,  this  conference  could 
well  afford  to  consider  the  matter  of  intrastate  situs ;  but  your 
committee  conceives  its  task  to  be  to  treat  its  topic  merely  in 
relation  to  the  question  of  situs  in  its  interstate  bearings. 

Therefore  we  find  that,  as  thus  defined,  the  problem  before 
us  is  limited  to : 

1,  Situs  in  the  taxation  of  inheritances. 

2.  The  situs  of  personal  property  for  purposes  of  property 
taxation. 

Inheritance  Taxation 

A  previous  National  Tax  Conference  has  heretofore  taken 
its  stand  with  regard  to  the  taxation  of  inheritances,  and  it 
has  stated  the  considerations,  which,  in  its  judgment  ought  to 
be  controlling.  In  the  main,  we  are  of  the  opinion  that  the 
stand  thus  taken  is  correct.  In  only  one  respect  do  we  find 
that  it  ought  to  be  modified.  It  is  to  be  constantly  borne  in 
mind  that  the  taxation  of  inheritances  is  not  the  taxation  of 
property.  It  has  been  repeatedly  decided  by  the  courts  that 
the  taxation  of  inheritances  is  not  the  taxation  of  the  prop- 
erty itself.  The  imposition  of  inheritance  taxes  finds  its 
justification  in  the  recognized  power  of  the  sovereign,  to  con- 
trol or  limit  the  devolution  of  property.  It  follows  that  the 
correct  principle  underlying  the  taxation  of  inheritances  is 
expressed  by  saying  that  a  given  state  should  levy  its  inher- 
itance tax  only  with  reference  to  such  property  as  devolves 
in  accordance  with  its  laws. 

If  the  procedure  indicated  by  this  expression  shall  be  ad- 
hered to  by  the  American  states,  most  questions  of  situs  with 
relation  to  inheritance  taxation  will  have  been  settled,  since 
we  find  that  there  is  practically  no  uncertainty  as  to  the  juris- 
diction which  controls  the  devolution  of  property.  Keal  estate 
devolves  in  accordance  with  the  laws  of  the  jurisdiction  in 
which  it  is  situated.  Personal  property  devolves  in  accordance 
with  the  laws  of  the  domicile  of  the  owner.  Taxation  of  in- 
heritances should  be  levied  accordingly.  We  find  it  necessary 
to  suggest,  therefore,  that  the  position  heretofore  taken  may 
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well  be  modified  in  this  respect.  Even  the  tangible  personal 
property  of  a  deceased  person  should  be  taxed  by  no  jurisdic- 
tion other  than  that  of  his  late  domicile.  We  know  full  well 
that  there  are  members  of  this  conference  who  find  it  impossible 
to  agree  to  this  position  as  the  underlying  and  controlling 
factor  in  inheritance  taxation.  We  offer  no  challenge  to  the 
conscientiousness  of  those  who  differ  from  our  contentions.  We 
are,  nevertheless,  convinced  that  procedure  by  the  American 
states  as  herein  indicated,  offers  the  only  possible  method  for 
the  avoidance  of  multiple  taxation  of  inheritances,  and  for  the 
establishment  of  an  administrative  system  which  shall  be 
both  equitable  and  practicable.  The  adoption  of  any  other 
procedure  presents  administrative  difficulties  for  which  your 
committee  is  not  able  to  find  any  solution. 

We  feel  constrained  to  suggest  that  pending  the  adoption 
of  these  principles  by  the  several  states,  each  should  lose  no 
time  in  so  modifying  its  present  procedure  as  to  become  con- 
sistent with  itself.  If,  and  in  proportion  as  a  state  taxes  a  non- 
resident decedent,  it  should  exempt  a  resident  decedent  having 
property  of  similar  character  and  location,  and  vice  versa.  No 
one  here,  we  submit,  will  defend  a  practice  which  undertakes 
to  appropriate  both  ends  and  the  middle. 

Situs  of  Personal  Property 

Personal  property  divides  into  two  main  classes,  usually  re- 
ferred to  as  "tangible"  and  intangible."  Tangible  personal 
property  is  either  permanently  located,  or  it  is  to  a  greater  or 
less  extent  itinerant.  Concerning  the  taxable  situs  of  perma- 
nently located  tangible  property,  there  is,  or  can  be,  but  little 
uncertainty,  or  difl'erence  of  opinion.  The  place  of  permanent 
location  determines  and  is  the  situs.  In  this  class  there  is  in- 
cluded stocks  of  merchandise,  live  stock,  household  fuTniture, 
etc.  There  are  at  least  two  classes  of  tangible  personal  prop- 
erty which  are  not  permanently  located,  the  situs  of  which, 
therefore,  is  in  dispute  or  is  undetermined.  We  refer  to  rail- 
road rolling  stock,  and  ships  and  vessels.  Interstate  comity, 
in  reference  to  the  taxation  of  these  two  classes  of  property, 
can  be  accomplished  by  following  the  decisions  already  ren- 
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dered.  According  to  these  decisions  rolling  stock  acquires  a 
taxable  situs  in  the  jurisdictions  traversed  by  the  railway  of 
the  owning  corporation,  and  the  values  of  the  rolling  stock 
must  be  apportioned  to  the  several  jurisdictions  covered  by 
the  operations  of  the  railway,  on  some  equitable  basis  of  di- 
vision, presumably  rail  mileage,  or  track,  or  car  mileage.  Such 
an  apportionment  of  value  is  possible  without  administrative 
difficulty  even  though  there  are  several  systems  of  taxation 
other  than  ad  valorem.  The  apportionment  of  gross  earnings 
or  of  aggregate  values  determined  by  security  values  among 
the  several  states  covered  by  the  operations  of  the  railway  is, 
in  general,  proportional  to  the  value  of  the  rolling  stock  in  the 
separate  jurisdictions  which  it  traverses. 

Ships  and  vessels  are  more  wandering  in  nature  than  are 
railroad  cars,  and  the  problem  of  their  situs  is  therefore  more 
difficult.  There  is  also  less  judicial  interpretation  with  ref- 
erence to  them,  and  your  committee  makes,  at  this  time,  no 
other  suggestion  than  that  ships  and  vessels  if  plying  regularly 
in  the  waters  of  a  given  state,  there  acquire  a  taxable  situs; 
but  that  ships  and  vessels  which  go  back  and  forth  from  state 
to  state,  or  to  foreign  points  can  acquire  no  taxable  situs  other 
than  the  domicile  of  their  owner,  and  that  in  such  domicile 
taxation  of  them  must  be  applied. 

So-called  intangible  personal  property  usually  exists  in  one 
of  the  following  forms: 

(a)  Promissory  notes  and  commercial  paper. 

(b)  Real  estate  mortgages. 

(c)  Stock  of  moneyed  corporations  other  than  banks. 

(d)  Stock  of  banks. 

(e)  Bonds  of  corporations. 

(f)  Franchises. 

(g)  Bank  deposits  and  cash. 

(h)  Bonds  issued  by  government  or  a  political  sub -division 
thereof. 

It  would  be  idle  to  deny  that  the  above  are  classes  of  prop- 
erty. Irrespective  of  the  character  and  of  the  taxation  of  the 
other  classes  of  property  to  which  the  above  are  related  or 
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upon  which  they  depend,  they  themselves,  with  certain  excep- 
tions below  noted,  afford  a  tax-paying  ability,  and  therefore  a 
tax-paying  duty. 

Bonds  issued  by  government  or  a  subdivision  thereof,  the 
proceeds  of  which  are  used  for  some  public  purpose,  ought  to 
have  no  relation  to  taxation  in  any  form.  As  instruments  of 
government,  they  and  their  holders  are  to  be  exempt.  Taxable 
situs  of  such  bonds,  therefore,  becomes  a  matter  of  no  import- 
ance. 

Franchises  do  not  exist  apart  from  the  property  to  which 
they  relate,  and  so  far  as  a  franchise  has  a  taxable  value  its 
situs  is  in  the  field  of  operation  of  the  corporation  to  which  it 
has  been  assigned.  Your  committee  is  convinced  that  attempts 
to  value  and  tax  a  franchise  as  a  separate  thing  have  caused 
confusion  and  inequity  in  many  cases;  that  only  by  consider- 
ing a  franchise  as  a  part  of  the  whole  property  of  the  owning 
corporation  or  as  a  factor  in  the  determination  of  its  value  can 
situs  be  determined ;  that  when  thus  considered  the  problem  of 
the  situs  of  a  franchise  solves  itself,  since  its  value  will  auto- 
matically be  apportioned  to  the  several  taxing  jurisdictions  in 
accordance  with  the  basis  of  apportionment  in  use  for  the 
property  or  the  values  to  which  the  franchise  attaches.  More- 
over, with  the  increasing  regulation  of  rates,  franchise  values 
tend  to  become  a  diminishing  quantity.  We  may  sometime 
reach  that  happy  day  when  the  terms  "franchise"  and  fran- 
chise values ' '  will  have  been  eliminated  from  the  dictionary  of 
taxation,  and  when  taxing  officials,  legislatures  and  courts  may 
give  their  attention  to  things  which  are  capable  of  more  exact 
definition  and  of  human  understanding. 

The  injunctions  of  the  Congress  relating  to  the  taxation  of 
national  banks  have  established  the  place  of  location  of  the  bank 
as  the  situs  for  its  taxation.  States  generally  have  followed 
this  precept  in  the  taxation  of  other  banks.  Usually  banks  are 
taxed  in  terms  of  the  capital  stock.  Such  taxation,  while 
technically  the  taxation  of  the  personal  property  of  the  share 
owner,  is  nevertheless  in  essence  the  taxation  of  the  corpora- 
tion. In  this  partial  report  we  make  no  further  comment  than 
to  state  the  bold  proposition  that  situs  for  the  taxation  of  bank 
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stock  should  be  the  location  of  the  bank,  and  further  (which 
we  know  will  be  challenged)  that  bank  shares  are  to  be  dis- 
tinguished from  other  securities  and  from  credits  not  only 
with  relation  to  their  situs  but  also  with  relation  to  the  amount 
of  taxation  which  they  shall  bear. 

From  our  list  of  the  classes,  into  one  of  which  intangibles 
fall,  there  remain  for  further  consideration : 

Promissory  notes  and  commercial  paper. 

Real  estate  mortgages. 

Stock  of  moneyed  corporations. 

Bonds  of  corporations. 

Bank  deposits  and  cash. 

The  situs  of  these  classes  of  property  has  been  the  subject  of 
almost  unlimited  legislation  and  litigation.  In  but  few  juris- 
dictions has  the  conception  been  evolved  and  the  practice  es- 
tablished that  these  classes  of  property,  as  such,  have  no  tax- 
able situs.  Here  again  in  this  tentative  or  partial  report  we 
content  ourselves  with  making  the  simple  statement  that  in 
working  for  the  abolition  of  excessive  multiple  taxation  and 
for  the  establishment  of  a  reasonable  and  practicable  interstate 
comity,  we  must  abandon  all  attempts  to  ascribe  to  the  above 
classes  of  personal  property  an  independent  situs  in  which  they 
are  to  bear  such  taxation  as  falls  upon  other  classes  of  prop- 
erty. 

Nevertheless,  it  is  clear  to  your  committee  that  the  possession 
of  property  of  the  above  mentioned  classes  indicates  a  tax- 
paying  ability  and  duty  in  the  owner,  and  that  the  domicile 
of  the  owner  thus  is  the  place  in  which  a  tax  may  be  levied 
against  the  owner  with  reference  to  or  because  of  his  ownings 
of  property  of  these  classes.  Your  committee  is  convinced, 
moreover,  that  such  taxation  as  is  to  be  imposed  upon  the 
owner  of  these  intangibles,  in  order  to  be  equitable  and  col- 
lectable, must  bear  a  reasonable  relation  to  the  income  derived 
from  the  property.  The  commercial  and  industrial  organ- 
ization of  the  world  is  built  up  on  the  assumption  that  a  tax 
at  the  usual  rates  prevailing  in  this  country  cannot  be  assessed 
upon  and  collected  from  credit  forms  of  property.  For  this 
reason,  credits  issue  and  circulate  upon  about  the  same  basis 
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of  yield  in  non-taxing,  and  in  taxing  jurisdictions.  Neither  a 
single  American  legislature  nor  all  of  them,  nor  even  this  con- 
ference can  enact  or  resolve  themselves  away  from  this  fact. 
This  fact  is  more  potent  than  tax  legislation  and  tax  theorizing. 
Both  of  the  latter  must  reasonably  conform  themselves  to  it. 
The  taxation  to  be  imposed  upon  the  owner  of  personal  prop- 
erty of  the  classes  which  we  are  now  considering  as  a  personal 
tax  at  his  domicile  should,  as  we  have  already  said,  bear  a 
reasonable  relation  to  the  income  produced  by  the  property. 
Such  tax  may  be  assessed  in  terms  of  income  or  at  a  low  flat 
rate  which  shall  in  fact  absorb  a  reasonable  portion  of  the 
income.  A  third  way  we  are  unable  to  discover.  As  to  which 
of  the  two  shall  be  adopted  in  any  state,  this  conference  has 
no  concern,  and  your  committee  has  no  opinion. 

The  above  outline  is  submitted  in  the  full  appreciation  that 
it  is  but  an  outline ;  that  in  many  details  it  is  silent ;  that  in 
some  respects  it  violates  tenets  of  taxation  which  have  obtained 
for  generations ;  that  in  parts  it  is  bound  to  be  challenged. 

In  broad  terms  we  may  say  that  we  aim  at  a  formula,  the 
controlling  factors  in  which  shall  be : 

First:  Inheritance  taxes  must  be  levied  by  a  given  state 
only  with  reference  to  such  property  as  devolves  in  accordance 
with  its  laws. 

Second:  Real  estate  and  tangibles  can  have  but  one  situs, 
namely,  the  place  or  places  of  location. 

Third:  Intangibles  as  such  have  no  taxable  situs  but  should 
subject  their  owner  at  his  domicile  to  taxation  reasonably  pro- 
portional to  the  income  he  derives. 

We  submit  that  if  the  American  states  shall  conform  to  this 
conception  of  situs,  much  so-called  and  objectionable  double 
taxation  will  disappear.  We  are  unable  to  suggest  any  other 
plan,  the  adoption  of  which  will  so  simplify  our  interstate 
tax  relations  and  so  equitably  place  tax  burdens  upon  property 
and  persons.  Too  much  meaningless  discussion  has  already 
taken  place  relating  to  the  iniquities  of  double  taxation.  Not 
all  so-called  double  taxation  ought  to  be  abolished.  The  effort 
must  be  to  have  all  taxation  reasonable.  If  it  shall  become 
this,  there  will  be  none  to  fear  the  word  ''double."    Consider- 
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able  progress  has  already  been  made  by  various  states  in  the 
general  direction  indicated  by  these  findings.  It  appears 
reasonable  to  expect  that  a  continued  development  in  the  same 
direction  is  to  follow.  Of  course,  complete  realization  is  not 
to  be  expected  at  once  if  at  all,  but  your  committee  believes 
that  a  statement  of  the  principles  to  be  striven  for  will  promote 
none  but  good  results  and  will  perhaps  assist  some  states  to 
depart  at  once  from  some  of  their  indefensible  practices. 

Edmund  F.  Trabue,  Chairman, 
Chas.  a.  Andrews. 
John  E.  Brindley. 

Note. — Mr.  Trabue  is  not  in  exact  accord  with  all  the  doctrines  of  the 
report,  but  is  in  accord  with  almost  all,  and  concurs  in  its  recommenda- 
tions. His  points  of  difference  are  principally  shown  in  the  analysis  of 
authorities  appended. 
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ANALYSIS  OF  CASES  RELATING  TO  SITUS 

Edmund  F.  Trabue 

Chairman  Committee  on  Double  Taxation  and  Situs  for  Purposes  of 
Taxation,  Louisville,  Kentucky 

The  question  of  situs  is  of  great  difficulty,  both  because  of 
inherent  perplexity  and  of  general  misconception  of  the  prin- 
ciples involved.  It  becomes  then  necessary  to  consider  as  well 
what  is  practicable  as  what  is  sound  theoretically.  Also,  situs 
presents  a  question  of  constitutional,  or  private  international, 
law. 

A  state  can  tax  only  that  which  is  theoretically  within  its 
territory;  Lou,  etc,  Ferry  Co.  vs.  Kentucky,  188  U.  S.  385; 
Del.  L.  &  W.  R.  R.  vs.  Penn.,  198  U.  S.  341 ;  U.  R.  Trans.  Co. 
vs.  Kentucky,  199  U.  S.  194.  In  the  Ferry  case,  the  question 
was  declared  one  of  Due  Process,  but  in  the  Transit  Co.  case. 
Holmes,  J,,  (199  U.  S.  211)  said,  although  concurring  in  the 
result,  "but  I  hardly  understand  how  it  (result)  can  be  de- 
duced from  the  14th  amendment."  Probably  the  question  is 
one  of  private  international  law  rather  than  one  of  due  process, 
but  the  result  is  the  same.  Because  of  the  constitutional  (or 
private  international)  question,  it  would  seem  to  follow  that 
property  can  have  but  one  situs,  and  that  the  domicile  of  those 
interested  therein  cannot  be  rightfully  regarded  as  controlling 
on  the  question  of  situs.  Likewise,  inasmuch  as  taxes  are 
payable  out  of  income,  the  situs  of  the  property  and  not  the 
domicile  of  the  owner  ought  to  fix  the  situs  for  taxation. 

Property,  as  such,  should  be  taxed  only  once.  If  taxable 
twice,  it  might  \vith  equal  propriety  be  taxed  an  unlimited 
number  of  times.  All  manifold  taxation  is  consequently  de- 
structive of  equality,  and  Avithout  equality  taxation  becomes 
arbitrary  exaction  or  spoliation. 

It  has  been  long  agreed  that  real  estate  is  taxable  solely  in 
the  place  of  location ;  and  it  is  now  settled  that  tangible  per- 
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sonal  property  is  so  taxable.  The  remaining  difficulty  is  with 
reference  to  intangible  personalty. 

(a)  If  the  principal  opinion  in  Wheeler  vs.  Sohnier,  233  U. 
S.  434,  439,  were  supported  by  a  majority  of  the  judges,  nego- 
tiable securities,  such  as  bonds,  bills  of  exchange  and  the  like, 
would  be  taxable  where  located,  as  are  lands  and  tangible  per- 
sonalty, for  the  principal  opinion  declares,  (p.439),  "But 
.  .  .  bills  and  notes,  whatever  they  may  be  called,  come 
very  near  to  identification  with  the  contract  that  they  embody. 
An  endorsement  of  the  paper  carries  the  contract  to  the  en- 
dorser. An  endorsement  in  blank  passes  the  debt  from  hand 
to  hand,  so  that  whoever  has  the  paper  has  the  debt.  ...  It 
is  not  primitive  tradition  alone  that  gives  their  peculiarities  to 
bonds,  but  a  tradition  laid  hold  of,  modified,  and  adapted  to 
the  convenience  and  understanding  of  business  men.  The 
same  convenience  and  understanding  apply  to  bills  and  notes, 
as  no  one  would  doubt  in  the  case  of  bank  notes,  which  tech- 
nically do  not  differ  from  others." 

It  would  seem  to  follow  logically  from  the  enunciation  just 
quoted  that  the  situs  of  all  securities  passing  by  delivery,  or 
delivery  after  endorsement,  would  be  the  place  of  their  actual 
location  and  no  longer  that  of  the  domicile  of  their  owner ;  but 
such  opinion  is  simply  the  language  of  Mr.  Justice  Holmes, 
concurred  in  by  only  three  of  this  colleagues,  and  is  repudiated 
by  five  justices  of  the  court. 

It  is,  therefore,  probably  still  open  to  legislation  to  locate 
the  situs  of  such  securities  at  the  domicile  of  the  owner,  or  at 
the  place  where  the  securities  originate  when  they  are  the 
product  of  a  definitely  located  business. 

See,  also.  Buck  vs.  Beach,  206  U.  S.  392,  and  the  elaborate 
concurring  opinion  of  Mr.  Justice  McKenna,  in  Wheeler  vs. 
Sohmer,  (233  U.  S.  441),  and  cases  there  reviewed. 

(c)  Little  difficulty  exists  over  situs  as  to  credits,  open  ac- 
counts, bills  receivable,  etc.,  not  having  already  taken  the  form 
of  obligations  deliverable,  or  deliverable  after  endorsement. 
Assuming  these  to  be  property,  they  would  seem  to  be  the 
property  of  the  owner,  and  having  no  substance  which  could 
give  an  actual  location,  but  being  unsubstantial  or  ideal,  they 
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have  for  convenience  or  necessity  taken  the  owner's  domicile 
as  a  situs.  Such  situs,  however,  appears  to  rest  upon  grounds 
less  substantial  than  those  locating  the  situs  of  tangible  prop- 
erty, because  they  are  not  protected  by  government,  i.  e.,  not 
by  government  police.  True  they  are  assured  by  judicial  pro- 
ceedings, but  so  are  bonds  and  notes  negotiable.  Having,  then, 
no  actual  location  but  one  based  upon  construction  or  fiction, 
their  situs  may  yield  to  conditions.  Accordingly,  although 
accounts  or  credits  would  have  their  situs,  generally,  at  the 
owner's  domicile  they  might  obtain  a  situs  accruing  from  an 
established  business;  N.  0.  vs.  Stempel,  175  U.  S.  309;  Bristol 
vs.  Washington  Co.,  177  U.  S.  133 ;  Board  vs.  Comptoir  etc.  Co., 
191  U.  S.  388;  Met.  L.  I.  Co.  vs.  N.  0.,  205  U.  S.  395.  It  would 
therefore  seem  to  follow  that,  where  strictly  intangible  or 
ideal  property  gains  a  situs  distinct  and  different  from  the 
place  of  the  owner's  domicile,  it  cannot  be  taxed  elsewhere  than 
in  such  situs,  and  that  to  tax  it  elsewhere  offends  the  constitu- 
tion. In  Com.  vs.  West  India  etc.  Co.,  138  Ky.  828,  (129  S. 
W.  301),  the  owner's  domicile  was  Kentucky,  but  the  business 
out  of  which  the  credits  grew  was  transacted  in  Cuba  and 
Porto  Rico.  Its  money  was  earned  and  left  there,  and  its 
accounts  due  and  payable  there.  The  county  court  (the  initial 
assessor)  held  the  accounts  taxable,  but  the  cash  non-taxable, 
upon  appeal  to  the  circuit  court  both  were  held  non-taxable, 
which  was  affirmed.  The  question  determined  was  the  un- 
constitutionality of  Sec.  4020,  Ky.  St.,  taxing  the  personal 
estate  of  Kentucky  corporations,  whether  in  or  out  of  the  state, 
including  intangible  property.  The  court  said  that  (p.  829) 
"if  the  statute  is  constitutional,  the  property  is  taxable  here," 
and  cited  the  U.  R.  T.  Case,  199  U.  S.  194,  to  prove  the  statute 
unconstitutional. 

The  court,  arguendo,  (p.  830)  cited  Com.  vs.  Dun  &  Co.,  126 
Ky.  108;  102  S.  W.  859;  10  L.  R.  A.,  N.  S.,  920;  as  holding 
that  money  and  accounts  accumulated  from  business  transacted 
in  Kentucky  were  taxable  there  although  the  owners  were 
non-residents,  saying  that  such  property  was  not  temporarily 
in  the  state,  but  established  there,  and  that  "its  business  re- 
ceived the  same  protection  as  the  business  of  the  citizens  under 
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the  laws  of  the  state,  and  should  be  compelled  to  share  equally 
the  burden.  The  obligation  to  pay  taxes  for  the  support  of  the 
government  arises  from  the  fact  that  it  is  under  the  protection 
of  the  government."  Again,  the  court  quoted  from  Higgins 
vs.  Com.,  126  Ky.  211;  103  S.  W.  306,  "Where  notes  had  been 
held  taxable,  although  belonging  to  a  non-resident  because  in 
the  hands  of  a  resident  fiduciary  for  investment  and  reinvest- 
ment,"  (138  Ky.  831),  "and  it  is  generally  recognized  that 
tangible  personal  property  has  an  actual  situs  at  the  place 
where  it  is  located  without  respect  to  the  domicile  of  the  owner, 
whereas  the  situs  of  intangible  personal  property  for  purposes 
of  taxation  depends  altogether  on  legislative  enactment,  or 
judicial  construction.  ,  .  ,  For  many  purposes  the  domicile 
of  the  owner  is  deemed  the  situs  of  his  personal  property,  but 
this  is  only  a  fiction  from  motives  of  convenience,  and  is  not 
of  universal  application,  but  yields  to  the  actual  situs  of  the 
property  when  justice  requires  that  it  should,  and  is  not  al- 
lowed to  be  a  controlling  feature  in  matters  of  taxation. ' '  The 
court  concluded  (p.  834),  "If  it  (the  intangible  property) 
could  be  taxed  there  (Cuba  and  Porto  Rico)  and  elsewhere,  it 
would  be  twice  taxed.  It  cannot  be  taxed  here  unless  within 
the  jurisdiction  of  the  state  under  the  repeated  decisions  of 
the  United  States  Supreme  Court.  No  practical  distinction 
can  be  drawn  between  the  money  of  the  company  in  its  office  in 
Cuba  or  that  deposited  in  a  bank  there,  or  that  due  on  its 
books  for  its  product  which  has  been  sold  and  not  paid  for.  It 
is  all  employed  in  the  business  in  Cuba  or  Porto  Rico.  It  has 
its  situs  there.    It  has  no  situs  in  Kentucky. 

Note  that  the  statute  under  review  in  the  Kentucky  cases 
(Sec.  4020)  expressly  provided  for  taxing  the  property  in 
question ;  in  the  West  India  case  it  was  held  unconstitutional 
because  the  situs  was  determined  not  to  be  in  Kentucky,  and 
the  Court's  decision  was  predicated  upon  its  construction  of 
the  cases  decided  by  the  United  States  Supreme  Court.  Situs 
is  thus  made  by  the  court  a  question  of  constitutional  law. 
Also,  the  decision  that  the  intangible  property  of  the  corpora- 
tion cannot  be  taxed  in  Kentucky,  the  domicile  of  the  owTier, 
demonstrates  that  it  can  be  taxed  only  where  the  business  is 
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earned  on  and  the  property  has  accrued,  for,  if  it  could  be 
taxed  elsewhere,  it  would  certainly  be  taxable  at  the  owner's 
domicile,  i.  e.,  in  Kentucky.  This  decision  therefore  implies 
the  negation  of  the  existence  of  more  than  one  situs.  Con- 
sequently, if  it  be  sound  upon  principle,  no  legislation  can  con- 
stitutionally create  another  situs  nor  tax  property  elsewhere 
than  at  its  legal  situs. 

The  principle  of  the  decision  seems  to  us  sound,  but  it  has 
not  always  been  adhered  to  in  the  decisions  of  the  courts.  This 
would  appear  in  considering  the  taxation  against  the  stock- 
holder of  capital  stock  of  corporations. 

In  the  later  case  of  Hillman  L.  &  L.  Co.  vs.  Com.,  148  Ky. 
331,  S.  W.,  the  land  company  transacted  a  losing  business,  and 
its  money  sent  from  its  home  office  in  Missouri  to  defray  ex- 
penses in  Kentucky  was  held  non-taxable  in  Kentucky,  al- 
though moneys  collected  there  had  been  sent  to  Missouri,  it 
being  ruled  that  the  money  sent  for  expenses  was  temporarily 
in  Kentucky,  and  not  a  part  of  the  profits  of  the  business.  The 
court  carefully  excluded  the  inference  that  the  case  would  have 
been  similarly  decided  had  the  money  in  question  been  a  part 
of  the  profits  of  the  business ;  and  in  reaching  its  decision  the 
court  reviewed  and  reaffirmed  its  previous  decisions,  and  ex- 
pressed approval  of  the  supreme  court  cases  hereinbefore  men- 
tioned, and  of  Liv.  &  Lon.  etc.  Co.  vs.  Board,  221  U.  S.  346. 

In  Com.  vs.  Prudential  Life  Ins.  Co.,  149  Ky.  380,  149  S.  W. 
836,  the  proceeding  was  by  a  back  tax  collector  to  tax  cash  on 
hand  and  cash  on  deposit.  The  defendant  was  a  foreign  cor- 
poration. The  statute  provided  for  taxing  all  personal  prop- 
erty within  the  state  whether  owned  by  citizens  or  non-resi- 
dents. It  was  held  that  premiums  collected  in  Kentucky,  and 
on  hand,  or  deposited  in  bank  awaiting  remittance  to  another 
state  in  usual  course  of  business,  had  no  such  situs  within  the 
state  as  to  be  taxable  there;  but  that  where  the  money  arises 
from  a  business  transacted  by  an  agent  or  fiduciary  within  the 
state  by  loaning  it,  investing  it,  collecting  interest  on  it,  and 
the  like,  or  when  it  is  the  accumulation  or  income  from  a  busi- 
ness done  in  the  state,  or  has  been  permanently  placed  on  de- 
posit, it  is  taxable.     The  Court  said  concerning  the  instant 
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case  and  Hillman  L.  &  C.  Co.  vs.  Com.,  (p.  386),  ''In  neither 
case  did  the  owner  by  his  conduct  in  relation  to  it,  (money),  or 
his  manner  of  doing  business  with  it,  gives  it  what  may  be 
termed  a  permanent  situs  in  Kentucky. ' ' 

The  discriminating  feature  in  the  Hillman  and  the  Pruden- 
tial cases  was  the  temporary  or  transitory  condition  of  the 
money. 

See,  also,  Com.  ex.  rel.  vs.  Ky.  Dist.  &  W.  H.  Co.,  143  Ky. 
314,  136  S.  W.  1032.  Here  it  was  held  that  the  storage  ac- 
cruing upon  whiskey  in  Kentucky  warehouses  of  a  New  Jersey 
corporation,  having  an  office  in  Kentucky  for  transaction  of 
its  Kentucky  business,  is  taxable  in  Kentucky,  the  storage 
arising  out  of  business  done  in  Kentucky. 

See,  also.  In  Be  Enston,  114  N.  Y.  170,  181 ;  3  L.  R.  A.  464. 
In  Be  Bronson,  150  N.  Y.  1,  34  L.  R.  A.  238 ;  55  Am.  St.  Rep. 
632 ;  and  Lockwood  vs.  V.  8.  Steel  Corp.  103  N.  E.  Rep.  697. 

The  Liv.  &  Lon.  etc.  case  involved  the  power  of  a  state  to 
tax  premiums  on  insurance  due  by  residents  to  a  non-resident 
company,  which  had  been  extended  but  not  evidenced  by 
written  instrument,  and  the  constitutionality  of  a  state  statute 
taxing  them.  The  insurance  company  sued  to  cancel  the  assess- 
ment, and  was  defeated.  The  statute  provided  for  assessing 
cash,  open  accounts,  credits,  etc.,  etc.,  expressing  the  intent 
that  no  non-resident  should  transact  business  in  the  state 
without  paying  a  tax  corresponding  to  that  exacted  of  its  own 
citizens,  and  the  state  court  construed  the  act  as  designed  to 
do  away  with  discrimination  theretofore  existing  against  resi- 
dents. The  court  declared  (p.  353)  "The  indebtedness  had  its 
origin  in  the  course  of  business  transacted  by  the  foreign  cor- 
poration  in  Louisiana  under  the  laws  of  that  state.  ...  In 
both  cases  (notes  given  for  loans  on  policies  and  notes  given 
for  premiums)  the  obligations  to  pay  would  represent  returns 
to  the  corporations  upon  business  conducted  within  the  state ; 
.  .  .  Nor  would  the  power  to  tax  depend  on  the  presence  of 
the  notes  within  the  state.  (Citing  205  U.  S.  395;  177  U.  S. 
133.)  The  notes,  in  these  cases,  (cases  cited)  had  been  removed 
to  the  creditor's  home;  and,  despite  this  removal,  they  were 
attributed  to  the  place  of  origin.    .    .    .    The  "  'checks'  "  in 
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Board  of  Assessors  vs.  Comptoir  National,  supra,  were  only 
memoranda  of  indebtedness  or  vouchers. ' '  Further,  the  court 
said;  (p.  354)  "When  it  is  said  that  intangible  property,  such 
as  credits  on  open  account,  have  their  situs  at  the  creditor's 
domicile,  the  metaphor  does  not  aid.  Being  incorporeal,  they 
can  have  no  actual  situs.  But  they  constitute  property;  as 
such  they  must  be  regarded  as  taxable,  and  the  question  is  one 
of  jurisdiction." 

' '  The  legal  fiction,  expressed  in  the  maxim  Mobilia  sequun- 
tur  personam,  yields  to  the  fact  of  actual  control  elsewhere. 
And  in  the  case  of  credits,  though  intangible,  arising  as  did 
those  in  the  present  instance,  the  control  adequate  to  confer 
jurisdiction  may  be  found  in  the  sovereignty  of  the  debtor's 
domicile.  The  debt,  of  course,  is  not  property  in  the  hands 
of  the  debtor;  but  it  is  an  obligation  of  the  debtor  and  is  of 
value  to  the  creditor  because  he  may  be  compelled  to  pay ;  and 
power  over  the  debtor  at  his  domicile  is  control  of  the  ordinary 
means  of  enforcement.  Blackstone  vs.  Miller,  188  U.  S.  205, 
206.  Tested  by  the  criteria  afforded  by  the  authorities  we  have 
cited,  Louisiana  must  be  deemed  to  have  had  jurisdiction  to 
impose  the  tax.  The  credits  would  have  had  no  existence  save 
for  the  permission  of  Louisiana ;  they  issued  from  the  business 
transacted  under  her  sanction  within  her  borders;  the  sums 
were  payable  by  persons  domiciled  within  the  state,  and  there 
the  rights  of  the  creditor  were  to  be  enforced.  If  locality,  in 
the  sense  of  subjection  to  sovereign  power,  could  be  attributed 
to  these  credits,  they  could  be  localized  there.  If,  as  property, 
they  could  be  deemed  to  be  taxable  at  all,  they  could  be  taxed 
there." 

This  decision  is  simply  an  exposition  of  the  principle  of  the 
Kentucky  case  of  West  India  etc.  Co.  vs.  Com.,  but  the  opinion 
in  it  undertakes  an  exposition  of  the  principle  beyond  that 
offered  in  the  Kentucky  case.  It  attributes  the  jurisdiction 
to  the  sovereignty  of  the  debtor's  domicile,  which  causes  an- 
other complication.  If  the  court  had  said  only  that  the  per- 
mission of  Louisiana  to  transact  the  business  offered  that  gov- 
ernment protection  which  served  as  the  compensation  for  the 
power  to  tax,  the  declaration  would  have  been  satisfactory. 
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but,  when  the  court  said  ' '  power  over  the  debtor  at  his  domicile 
is  control  of  ordinary  means  of  enforcement,"  the  court 
seemed  to  justify  the  power  to  tax  in  any  state  having  the 
right  to  enforce  the  payment  of  the  debt;  and,  as  such  an 
action  is  transitory,  it  may  exist  in  any  state,  and,  therefore, 
in  divers  states,  affording  sundry  jurisdictions  to  tax  the  same 
property,  a  doctrine  appearing  to  us  highly  objectionable. 

To  us,  it  seems  a  sound  principle  that  the  power  to  tax 
credits  is  in  the  sovereignty  which  protects  the  business  out 
of  which  they  accrue  where  such  business  is  permanently  lo- 
cated, and  it  was  unnecessary  to  decide  more  in  the  Liv,  & 
Lon.  Co,  case.  The  dissent  of  McKenna,  J.,  in  the  Wheeler 
ease,  shows  that  power  to  tax  was  in  the  previous  cases  placed 
upon  the  principle  that  the  situs  depended  upon  transaction 
of  business  within  the  taxing  state.  The  remark  in  Liv.  & 
Lon.  etc.  Co.  case  that  "power  over  the  debtor  at  his  domicile 
is  control  of  the  ordinary  means  of  enforcement"  suggests  the 
decisions  in  C.  R.  1.  &  P.  By.  vs.  Sturm,  174  U.  S.  710,  where 
jurisdiction  to  garnish  was  held  to  exist  at  the  debtor's  domi- 
cile, a  doctrine  apparently  enforced  in  Herbert  vs.  Bicknell, 
233  U.  S.  70,  but  in  the  Sturm  case  the  assertion  of  jurisdic- 
tion was  coupled  with  the  declaration  that  the  jurisdiction 
was  asserted  through  necessity,  "and  it  cannot  be  evaded  by 
the  insistence  upon  fictions  or  refinements  about  situs  or  the 
rights  of  the  creditor.  Of  course,  the  debt  is  the  property  of 
the  creditor,  and  because  it  is,  the  law  seeks  to  subject  it,  as 
it  does  other  property,  to  the  payment  of  his  creditors,"  (p. 
716).  The  opinion  in  the  Sturm  case  seems  to  us,  therefore,  to 
impair,  if  not  invalidate,  as  to  taxation,  the  declaration  that 
"power  over  the  debtor  at  his  domicile  is  control  of  the  ordi- 
nary means  of  enforcement. ' '  The  Sturm  case  affirmed  juris- 
diction to  garnish  and  no  jurisdiction  to  tax,  nor  the  existence 
of  situs  to  tax,  per  contra,  the  court  declared  the  jurisdiction 
to  garnish  irrespective  of  questions  of  situs  to  tax.  The  case, 
therefore,  cannot  be  an  authority  on  situs  to  tax. 

Blachstone  vs.  Miller,  188  U.  S.  205,  206,  cited  in  the  Liv. 
&  Lon.  Co.  case,  is  an  inheritance  tax  case.  In  that  case  the 
right  of  the  New  York  authorities  to  impose  and  enforce  an 
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inheritance  tax  upon  money  in  bank  in  New  York  belonging 
to  a  non-resident,  domiciled  at  the  time  of  his  death  in  Illinois, 
notwithstanding  the  entire  inheritance  had  been  taxed  in 
Illinois,  was  adjudicated.  The  gist  of  the  decision  was  that 
New  York  State  had  the  right  to  tax  because  the  enforcement 
of  the  collection  of  a  debt  was  dependent  upon  its  courts.  Also, 
the  United  States  supreme  court  recognized  the  right  of  Illin- 
ois, as  well  as  of  New  York,  to  tax  the  money ;  saying  (p.  204)  : 

' '  To  come  closer  to  the  point,  no  one  doubts  that  succession 
to  a  tangible  chattel  may  be  taxed  wherever  the  property  is 
found,  and  none  the  less  that  the  law  of  the  situs  accepts  its 
rules  of  succession  from  the  law  of  the  domicil,  or  that  by  the 
law  of  the  domicil  the  chattel  is  part  of  a  universitas  and  is 
taken  into  account  again  in  the  succession  tax  there,"  (citing 
authorities) . 

"No  doubt  this  power  on  the  part  of  two  states  to  tax  on 
different  and  more  or  less  inconsistent  principles,  leads  to  some 
hardship.  It  may  be  regretted,  also,  that  one  and  the  same 
state  should  be  seen  taxing  on  the  one  hand  according  to  the 
fact  of  power,  and  on  the  other,  at  the  same  time,  according 
to  the  fiction  that,  in  successions  after  death,  mohilia  sequuntur 
personam  and  domicile  governs  the  whole.  But  these  incon- 
sistencies infringe  no  rule  of  constitutional  law.  Coe  vs.  Errol, 
116  U.  S.  517,  524;  Knowlton  vs.  Moore,  178  U.  S.  41. 

"The  question  then  is  narrowed  to  whether  a  distinction  is 
to  be  taken  between  tangible  chattels  and  the  deposit  in  this 
case.  ...  If  the  transfer  of  the  deposit  necessarily  depends 
upon  and  involves  the  law  of  New  York  for  its  exercise,  or, 
in  other  words,  if  the  transfer  is  subject  to  the  power  of  the 
state  of  New  York,  then  New  York  may  subject  the  transfer 
to  a  tax,"  (citing  United  States  vs.  Perkins,  163  U.  S.  625, 
628,  629;  McCulloch  vs.  Maryland,  4  Wheat.  316,  429.)  "But 
it  is  plain  that  the  transfer  does  depend  upon  the  law  of  New 
York,  not  because  of  any  theoretical  speculation  concerning 
the  whereabouts  of  the  debt,  but  because  of  the  practical  fact 
of  its  power  over  the  person  of  the  debtor.  The  principle  has 
been  recognized  by  this  court  with  regard  to  garnishments  of 
a  domestic  debtor  of  an  absent  defendant."     (Citing  Sturm 
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case,  174  U.  S.  710,  etc.)  "What  gives  the  debt  validity? 
Nothing  but  the  fact  that  the  law  of  the  place  where  the  debtor 
is  will  make  him  pay."  Again,  the  court  says,  (p.  206),  that 
the  eases  of  tangible  and  intangible  chattels  are  alike. 

That  the  question  of  situs  is  a  federal  question  is  shown  by 
the  supreme  courts  taking  jurisdiction  of  a  writ  of  error  to 
state  court ;  see  the  cases  cited  supra.  That  the  situs  existing 
in  one  state  excludes  the  power  of  another  to  tax  appears  from 
the  decision  in  the  Kentucky  case  of  the  West  India  etc.  Co. ; 
but  what  becomes  of  the  statement  of  the  supreme  court  that 
two  states  may  have  jurisdiction  to  tax  ?  We  submit  that  this 
statement  is  ill-advised  and  unfounded.  This  appears  by  re- 
view of  the  cases  cited  in  its  support. 

In  Blackstone  vs.  Miller,  the  ratio  decidendi  was  that  New 
York  had  the  situs  of  the  deposit,  because  recourse  to  its  courts 
for  recovery  was  essential.  No  question  of  Illinois'  right  to 
tax  was  involved.  It  was  unnecessary  to  pass  upon  the  Illinois 
right,  so  comment  upon  it  was  obiter.  It  sufficed  to  decide 
that  previous  taxation  in  Illinois  did  not  destroy  New  York's 
right,  if  the  latter  existed. 

Again,  for  the  court's  assertion  that  "these  inconsistencies 
infringe  no  rule  of  constitutional  law,"  it  cites  Coe  vs.  Errol, 
and  Knowlton  vs.  Moore,  as  said  supra,  and  in  Coe  vs.  Errol, 
the  property  taxed  was  logs,  and  all  that  was  decided  was,  (p. 
524)  "If  the  owner  of  personal  property  within  a  state  resides 
in  another  state  which  taxes  him  for  that  property  as  part  of 
his  general  estate  attached  to  his  person,  this  action  of  the 
latter  state  does  not  in  the  least  affect  the  right  of  the  state  in 
which  the  property  is  situated  to  tax  it  also. ' '  That  this  fails 
to  sustain  the  assertion  in  Blackstone  vs.  Miller  must  be  ob- 
vious, for  the  right  of  the  state  of  the  owner 's  domicile  to  tax 
the  logs  was  not  considered,  but  the  assertion  in  Coe  vs.  Errol 
was  simply  that  the  act  of  the  domiciliary  state  could  not 
affect  the  right  of  the  state  of  location.  Undoubtedly,  this 
would  be  true.  The  contrary  would  permit  the  domiciliary 
state  to  determine  the  question  regardless  of  the  rights  of  the 
state  of  the  property's  location.  Blackstone  vs.  Miller  is, 
therefore,  not  supported  by  Coe  vs.  Errol  in  the  declaration 
quoted. 
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Indeed,  exactly  the  reverse  of  the  doctrine  as  quoted  from 
Blackstone  vs.  Miller  is  established  in  the  U.  B.  Transit  case, 
199  U.  S.  194,  for  it  was  there  held  that  the  state  of  the  own- 
er's domicile  could  not  tax  the  cars  which  had  actual  situs 
elsewhere.  To  cite  Coe  vs.  Errol,  therefore,  as  authority  to 
the  proposition  that  tangible  property  could  be  taxed  both  at 
the  owner's  domicile  and  the  place  of  its  location,  is  inde- 
fensible in  view  of  the  principle  adjudicated  in  the  U.  B.  T. 
case,  (199  U.  S.  194). 

We  have,  therefore,  the  decisions  in  the  U.  B.  Transit  case 
and  the  West  India  Oil  Co.  case  holding  exactly  the  reverse  of 
the  doctrine  deduced  from  Blackstone  vs.  Miller,  and  the  court 
in  the  latter  case  treated  the  deposit  as  it  w^ould  have  treated 
a  tangible  chattel  for  the  purposes  of  the  case's  decision. 

In  Knowlton  vs.  Moore,  178  U.  S.  41,  56,  the  duplicate  taxes 
or  taxation  by  two  sovereignties  under  consideration  were 
taxes  by  the  state  and  by  the  United  States ;  the  question  was 
therefore  radically  different  from  that  of  taxation  by  two 
different  states.  The  federal  right  to  tax  did  not  show  situs 
in  a  state  different  from  the  state  which  also  taxed. 

With  great  diffidence,  therefore,  we  take  issue  with  the  state- 
ment quoted  supra  from  Blackstone  vs.  Miller;  and  we  think 
that  two  states  cannot  enjoy  the  situs  to  tax. 

We  find  then  that  realty  and  tangible  personalty  are  taxable 
where  located  and  not  otherwise,  and  that  bonds,  bills  of  ex- 
change, and  other  securities,  passing  by  delivery  or  delivery 
after  endorsement,  credits,  open  accounts,  and  bills  receivable, 
existing  without  evidence  in  writing,  and  consequently  un- 
substantial and  ideal,  may  be  declared  taxable  at  the  domicile 
of  the  owner,  or  may  acquire  a  situs  at  the  place  of  their  origin, 
when  they  arise  out  of  transactions  connected  with  a  perma- 
nently located  business,  and  in  such  cases  as  Blackstone  vs. 
Miller  we  are  informed  that  the  same  rule  locates  a  mere  debt 
unconnected  with  any  business,  because  the  debt  is  uncollect- 
ible without  recourse  to  the  courts  of  the  state  of  the  debtor's 
domicile.  How  far  the  rule  last  mentioned  would  be  pushed 
if  the  debtor  were  caught  and  sued  in  several  states  and  each 
claimed  the  right  to  tax  upon  the  ground  that  aid  of  its  courts 
had  been  invoked  to  collect  the  debt,  quaere. 
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Assuming,  however,  that  the  debtor's  domicile  locates  the 
situs  of  the  debt  for  taxation  because  the  courts  of  the  state  of 
such  domicile  must,  or  ordinarily  would,  be  called  upon  to  en- 
force the  debt,  it  does  not  follow  that  the  state  of  the  creditor's 
domicile  or  any  other  state  could  also  claim  the  situs  of  the 
debt  for  purposes  of  taxation;  sed  contra,  such  other  states 
would  seem  upon  the  authority  of  the  U.  R.  Trans,  case  and 
West  Indian  Oil  case  to  have  no  such  right. 

In  the  U.  B.  Travis,  case  tangible  property,  freight  cars, 
were  involved,  and  in  the  West  Indian  Oil  case  intangible 
property,  or  credits,  accounts,  etc.,  were  involved,  and  the 
conclusions  of  the  courts  were  the  same. 

Again,  the  opportunity  and  obligation  of  governmental  pro- 
tection suggests  the  right  of  taxation  as  to  material  property 
within  the  taxing  territory,  but  the  mere  obligation  to  enforce 
recovery  rests  equally  upon  divers  states.  Nevertheless,  as 
between  the  state  of  the  debtor's  domicile  and  that  of  the 
creditor's,  it  is  difficult  to  give  preference  to  the  latter  except 
for  convenience. 

Frankfort  vs.  III.  Life  Ins.  Co.,  129  Ky.  825,  following  Co7n. 
vs.  N.  W.  Mut.  Life  Ins.  Co.,  107  S.  W.  233,  and  distinguishing 
the  Higgins  and  Dun  &  Co.  cases  is  interesting  here.  It  was 
there  held  that  securities  wrongfully  held  by  the  state  treas- 
urer, owned  by  a  life  insurance  company,  were  not  taxable 
in  Kentucky. 

In  this  connection  cases  on  taxation  of  mortgages  in  the 
state  of  the  mortgaged  property's  location  are  pertinent.  In 
Frankort  vs.  Fidelitij  Trust  etc.  Co.,  Ill  Ky.  667,  64  S.  W. 
470,  it  was  held  that  neither  the  interest  of  non-resident  bond- 
holders nor  resident  trustees  of  deed  of  trust  was  taxable  upon 
the  value  of  the  mortgage  upon  real  estate  in  Kentucky,  al- 
though the  court  recognized  Kentucky's  right  to  tax  it,  if  the 
legislature  decided  to  do  so,  saying  (p.  678)  :  "And  until  the 
legislature  has  by  a  statute  given  a  situs  to  mortgages  owned 
by  non-residents  as  property  within  the  state,  there  is  no 
occasion  for  the  courts  to  depart  from  the  long-recognized  rule 
in  this  state  to  tax  mortgaged  real  estate  to  the  mortgagor,  and 
the  mortgage  itself,  when  owned  and  controlled  by  a  non- 
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resident  of  the  state,  as  personal  property,  to  be  taxed,  like 
other  choses  in  action,  at  the  domicile  of  the  creditor." 

The  court  had  reviewed  divers  cases,  including  Sav.  etc.  Co. 
vs.  Multnomah  Co.,  169  U.  S.  422,  distinguishing  it  upon  the 
ground  that  the  Oregon  statute  there  involved  expressly  taxed 
the  mortgage  interest  to  the  mortgagee  in  Oregon. 

A  similar  principle  was  expounded  in  Com.  vs.  N.  W.  Mut. 
Life  Ins.  Co.  of  Wis.,  107  S.  W.  Rep.  233,  (32  R.  796), 
where  a  back  tax  collector  attempted  to  list  in  Kentucky  notes 
due  from  citizens  of  Kentucky,  and  secured  by  mortgage  on 
Kentucky  land  to  a  foreign  Insurance  Company 

Distinguishing  previous  decisions,  the  court  said  that  it  was 
not  claimed  that  the  money  of  the  company  was  sent  to  Ken- 
tucky to  be  lent  out,  nor  that  the  company  ever  had  the  money 
in  Kentucky;  but  that  it  merely  loaned  money  to  Kentucky 
citizens,  who  gave  notes  and  mortgages  securing  them;  the 
papers  being  kept  at  the  company's  Kentucky  office,  "presum- 
ably for  purposes  of  collection  when  due." 

"That  the  situs  of  such  personal  property  as  choses  in 
actions  may  be  fixed  by  statute  at  a  different  place  than  the 
residence  or  person  of  its  owner,  is  clearly  sustainable.  But 
in  the  absence  of  legislative  action,  the  legal  fiction  mobilia 
sequuntur  personam  prevails.  ...  (p.  798),  Until  the 
situs  of  such  personal  property  is  changed  so  as  it  may  be 
legally  within  this  state,  it  is  not  here  for  the  purposes  of  tax- 
ation. The  situs  of  such  movable  personal  property  as  choses 
in  action  is,  and,  at  the  time  of  the  adoption  of  the  constitu- 
tion, was  identical  with  that  of  the  person  of  the  owner.  It 
was  not  property  '  "within  this  state"  '  under  the  law,  and 
until  the  law  changes  the  situs,  as  it  may  do  by  legislative 
enactment,  it  continues  to  be  property  not  within  this  state. 
Whether  the  legislature  should  make  the  change  is  a  question 
of  governmental  policy,"  etc. 

In  Sav.  Soc.  vs.  Multnomah  Co.,  supra,  an  Oregon  statute 
taxing  in  the  county  where  the  land  lay,  the  non-resident 
mortgagee's  interest  therein  was  held  not  to  conflict  with  the 
14th  amendment. 
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The  statute  (p.  424)  authorized  deduction  from  the  mort- 
gagor's assessment  of  the  amount  of  the  mortgage  debt,  and 
did  not  ''provide  for  both  taxing  to  the  mortgagee  the  money 
secured  by  the  mortgage,  and  also  taxing  to  the  mortgagor  the 
whole  mortgaged  property." 

Again,  (p.  425)  "the  personal  obligation  of  the  mortgagor 
to  the  mortgagee  was  not  taxed  at  all.  The  mortgage  and  the 
debt  secured  thereby  are  taxed,  as  real  estate,  to  the  mortgagee 
.  .  .  and  only  so  far  as  they  represent  an  interest  in  the 
real  estate  mortgaged." 

It  seems  clear,  therefore,  that  the  interest  of  the  mortgagee 
in  the  mortgaged  land  as  a  security  for  his  debt  is  but  an  in- 
terest in  the  land,  and  that  the  state  where  the  land  lies  may 
tax  it  just  as  it  may  tax  any  other  interest  in  land  whether 
fee  simple,  particular  estate,  remainder  or  reversion.  Also, 
it  is  usual  to  tax  the  land  to  the  mortgagor  and  the  debt  to 
the  creditor,  and  at  the  latter 's  domicile,  when  not  located 
elsewhere  by  circumstances  hereinbefore  discussed.  The  so- 
called  change  of  situs  by  legislation,  therefore,  must  not  be 
understood  to  mean  anything  more  than  that  the  legislature 
may  tax  to  a  non-resident  mortgagee  the  interest  which  he  has 
by  reason  of  his  mortgage  in  land  where  it  is  located.  Whether 
or  not  the  state  where  the  land  lies  may  tax  the  debt  at  all,  is 
not  decided  in  the  cases  cited.  Legislation,  therefore,  taxing 
the  mortgagee's  interest  does  not  change  the  situs  of  the  debt. 
The  taxation  was  denied  in  the  Kentucky  cases,  and,  where 
it  was  recognized  in  the  Supreme  Court  case,  the  amount,  or 
value,  of  the  mortgage  was  deducted,  as  is  above  indicated, 
from  the  amount  assessed  to  the  mortgagor.  It  does  not,  there- 
fore, even  appear  what  would  be  decided  if  the  state  where 
the  land  lies  assessed  the  land  to  the  mortgagor,  and  the  mort- 
gagee's  interest  therein  to  the  mortgagee. 

Akin  to  taxation  of  credits  is  the  taxation  against  the  share- 
holder of  the  capital  stock  of  corporations.  The  principle 
is  not  identical  in  both  cases,  for  the  ownership  of  stock  is 
essentially  the  ownership  of  the  corporation's  assets,  although 
artifically  assuming  a  different  form. 
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The  theories  of  the  courts  on  taxing  capital  stock  are  con- 
flicting. Also,  the  theories  of  some  states  are  based  upon  an 
inconsistency,  e.  g.,  some  states  tax  against  the  stockholder  the 
value  of  his  stock  in  the  corporations  of  another  state  but  ex- 
empt the  stock  in  corporations  of  the  home  state.  Such  stock 
is  taxed  upon  the  assumption  that  it  constitutes  ''property," 
and  that  all  "property"  within  the  state  is  required  by  the 
constitution  to  be  taxed  unless  specifically  exempted;  see 
Ky.  St.  Const.  Sec.  170.  If,  however,  stock  be  "property," 
then  it  must  be  taxable  whether  in  a  foreign  or  a  home  cor- 
poration, for  the  stock  is  as  distinct  from  the  corporation's 
property  in  one  case  as  in  the  other.  The  taxation,  therefore, 
of  stock  in  a  foreign  corporation,  while  exempting  the  stock 
in  a  home  corporation,  is  an  unconscionable  spoliation  based 
solely  upon  might.  The  discussion  by  the  courts  of  the  subject 
is  illustrated  by  Com.  vs.  Walsh's  Trustee,  133  Ky.  103,  111; 
Com.  vs.  Peebles,  134  Ky.  121 ;  Com.  vs.  Lou.  Gas  Co.,  135  Ky. 
324 ;  Com.  vs.  Ledman,  127  Ky.  603,  106  S.  W.  247 ;  Sturges 
vs.  Carter,  114  U.  S.  511. 

In  the  Ledman  case  the  Traction  Co.  had  no  property  except 
the  stock  of  the  Railway  Company,  and  the  latter  paid  taxes 
on  all  its  property,  and  it  was  held  that  the  stockholder  of  the 
traction  company  was  exempt  under  Ky.  Stat.  4088,  exempting 
stockholders  where  the  corporation  itself  pays  taxes  upon  its 
property.  The  decision  was  that,  the  traction  company  hav- 
ing no  property  independently  of  the  railway's  property,  its 
stockholders  were  not  assessable,  all  the  corporate  property 
being  assessed  and  the  taxes  paid. 

In  the  Peebles  case  it  was  held  that  stock  in  a  foreign  cor- 
poration might  be  taxed  in  Kentucky;  also,  that,  where  the 
stock  was  held  by  an  executor  of  the  stockholder,  the  situs  for 
taxation  was  the  place  where  the  executor  was  appointed  and 
not  where  he  happened  to  be,  nor  where  he  kept  the  certificates 
of  stock.    See,  also.  Com.  vs.  Lou.  Gas  Co.,  supra. 

In  the  Walsh  case  the  decision  Avas  first  in  favor  of  taxing 
the  stock  in  hands  of  the  stockholder,  but  the  decision  was 
afterward  withdrawn.  The  stockholder  held  stock  in  the  W. 
U.  Tel.  Co.,  which  paid  to  Kentucky  a  franchise  tax  upon 


ANALYSIS  OF  CASES  RELATING  TO  SITUS  257 

$1,000,000.00  exactly  1%  of  its  total  capital.  The  question 
was  whether  or  not  the  stockholder  was  exempt  because  the 
corporation  paid  a  franchise  tax,  Sec.  4088  providing  for  the 
exemption  of  stockholders  where  the  corporation  paid  a  tax 
on  its  franchise.  The  gist  of  the  decision  first  made  was  that 
1%  of  its  property  was  a  negligible  quantity,  a  proposition 
asserted  upon  authority  of  the  case  of  Sturges  vs.  Carter, 
supra;  but  this  decision  was  withdrawn,  and  it  was  held  that 
the  stockholder  was  exempt  under  the  statute  because  the  cor- 
poration paid  a  franchise  tax  in  Kentucky  upon  its  property 
in  Kentucky.  It  must  be  admitted  that  the  decision  first  made 
and  afterward  M'ithdrawn  in  the  Walsh  case  was  supported 
by  Sturges  vs.  Carter,  (sec.  114  U.  S.  521),  but  it  would  prob- 
ably be  of  little  value  to  review  this  old  case. 

A  prominent  instance  of  taxation  of  both  the  corporate 
property  and  the  shares  in  the  hands  of  its  stockholders  is  the 
case  of  a  national  bank:  Van  Allen  vs.  Assessors,  3  Wall.  573, 
583.  The  court  said,  "but,  in  addition  to  this  view,  the  tax 
on  the  shares  is  not  a  tax  on  the  capital  of  the  bank. ' ' 

In  Farrington  vs.  Tenn.,  95  U.  S.  679,  687,  cited  in  Sturges 
case,  it  was  expressly  declared  concerning  a  state  bank,  "the 
capital  and  the  shares  may  both  be  taxed,  and  it  is  not  double 
taxation. ' ' 

If  taxed,  the  shares  may  be  taxed  at  the  shareholder's 
domicile  or  at  the  corporation's  domicile.  Both  have  been 
done.  Nevertheless,  they  should  be  given  a  definite  situs. 
They  do  not  exist  in  two  different  states.  Convenience  sug- 
gests the  corporation's  domicile.  Also,  adopting  the  latter 
insures  taxing  all  the  shares,  instead  of  only  such  as  can  be 
caught.  Undoubtedly,  too,  the  taxation  of  the  shares  at  the 
domicile  of  the  corporation,  where  its  own  property  is  taxed, 
emphasizes  the  existence  of  double  taxation,  and  the  propriety 
of  discontinuing  the  taxation  of  shares. 

Inheritance  Taxes 

Inheritance  taxes  stand  upon  a  different  footing  from  prop- 
erty taxes.  They  are  levied  not  upon  ownership  of  property, 
but  upon  its  succession. 
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"Taxes  of  this  general  character  are  universally  deemed  to 
relate  not  to  property,  co  nomine,  but  to  its  passage  by  will  or 
by  descent  in  cases  of  intestacy  as  distinguished  from  taxes 
imposed  upon  property,  real  or  personal  as  such,  because  of 
its  owTiership  and  position."  Knowlton  vs.  Moore,  178  U.  S. 
41,  47. 

The  theory  of  inheritance  taxation  is  that  it  is  not  fettered 
by  the  constitutional  limitations  imposed  upon  the  taxation 
of  the  property  of  an  individual,  but  that  the  state  has  abso- 
lute dominion  over  the  property  of  a  decedent  and  over  its 
devolution,  and  may  impose  such  tax  as  it  may  please  before 
permitting  the  decedent's  property  to  pass  to  living  persons, 
and  may  designate  the  persons  to  take. 

Whether  or  not  the  doctrine  be  sound  upon  which  inherit- 
ance taxes  are  imposed  unlimited  by  the  constitutional  restric- 
tions upon  general  taxation,  quaere.  Black  vs.  State,  113  Wis. 
205,  216,  218,  224,  228 ;  89  N.  W.  Uep.  526 ;  Nunnemacher  vs. 
State,  129  Wis.  190;  108  N.  W.  Rep.  62  718.  It  is  not  clear 
that  because  a  state  may  regulate  the  devolution  of  a  deced- 
ent's property  it  may  confiscate  it.  Such  regulation  is  a  gov- 
ernmental necessity,  and  is  based  upon  a  principle  akin  to  the 
police  power.  The  right  to  regulate  is  certainly  not  the  right 
to  confiscate. 

Assuming,  however,  that  the  right  to  tax  inheritances  be 
virtually  unlimited,  such  right  seems  properly  confined  to  the 
state  having  the  authority  to  direct  the  devolution  of  title,  for 
it  is  such  state  that  possesses  the  omnipotence  which  is  the 
basis  of  the  right  to  tax.  We  have  seen,  though,  from  Black- 
stone  vs.  Miller  that  the  right  to  tax  is  recognized  as  existing 
in  other  states  as  well,  although  such  other  states  look  to  the 
state  directing  the  devolution  for  the  terms  of  devolution.  The 
adjudication  of  the  existence  in  such  other  states  of  the  right 
to  tax  also  seems  to  stand  upon  some  theory  of  situs,  or  actual 
presence  of  the  property  in  the  latter  states,  but  there  appears 
no  basis  for  such  theory  for  only  one  state  can  possess  the 
power  of  devolution  upon  which  the  right  to  tax  inheritances 
is  based.  Clearly,  therefore,  we  think,  legislation  ought  to 
limit  the  right  of  taxation,  and  limit  it  to  the  state  of  devolu- 
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tion  of  title,  and  not  permit  any  state  which  may  have  no  right 
to  tax,  except  that  it  has  the  opportunity  to  exercise  its  might 
irrespective  of  right,  to  impose  an  inheritance  tax.  Nor  should 
the  necessity  of  resort  to  the  laws  of  another  state  to  recover 
property  there  constitute  the  basis  of  a  right  in  such  state  to 
tax  an  inheritance.  Such  right  of  resort  to  courts  is  a  right 
generally  accorded  by  states  through  comity  to  citizens  of 
other  states,  and  such  right  is  generally  reciprocated,  and  is 
not  in  other  instances  regarded  as  any  basis  for  taxation  nor 
as  establishing  a  situs  for  taxation,  even  if  situs  in  any  sense 
were  applicable  to  inheritance  taxes.  It  ought  not,  therefore, 
to  be  held  that  more  than  one  state  had  the  right  to  tax  in- 
heritances. 

The  devolution  of  property  must  be,  and  is,  controlled  by 
a  single  state.  Generally  personal  property  devolves  accord- 
ing to  the  law  of  the  owner's  domicile,  but  real  property  ac- 
cording to  that  of  its  location.  If,  therefore,  the  state's  right 
to  tax  inheritances,  or  the  transmission  of  inheritances,  de- 
pends upon  its  right  to  direct  the  devolution  of  the  property, 
only  one  state  can  have  such  right  to  tax.  If  the  state  of  land's 
locality  has  the  right  to  direct  its  devolution,  such  state  may 
tax,  and  no  other  state  has  or  should  have  the  right  to  tax. 
Likewise,  if  the  devolution  of  personal  property  be  according 
to  the  law  of  the  state  of  the  domicile,  such  state  only  should 
have  the  right  to  tax.  It  seems  inconceivable  that  two  states 
should  have  the  right  to  tax  personalty,  and  only  one  the  right 
to  tax  realty.  The  whole  domain  of  controversy  seems,  there- 
fore, to  hinge  upon  the  question  of  situs  and  property,  like  a 
person,  can  have  but  one  situs. 

Of  course,  taxation  by  a  state  is  no  bar  to  federal  taxation, 
both  governments  having  concurrent,  and  neither  having  ex- 
clusive, dominion  or  jurisdiction. 

Railroad  Rolling  Stock 

The  taxation  of  railway  rolling  stock  is  now  pretty  well 
settled,  and  probably  correctly  so  settled.  Such  movables 
roam  over  the  United  States,  and  the  only  practicable  way  to 
reach  them  is  to  apportion  them  according  to  some  unit,  such 
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as  mileage.  Such  apportionment  is  upheld  upon  the  theory 
that  the  proportion  determined  is  actually  in  the  particular 
state  levying  the  tax,  thereby  instituting  a  computation  by 
approximation. 

Rolling  stock,  although  not  stationary  in  any  place,  is, 
nevertheless,  not  taxable  at  the  owner's  domicile,  when  it  never 
reaches  such  domicile,  but  is  permanently  absent  therefrom. 
Union  R.  T.  Co.  vs.  Ky.,  199  U.  S.  194. 

Where  such  rolling  stock  is  owned  by  a  railroad  company, 
it  is  treated  as  part  of  the  plant  composed  of  the  railroad  to 
which  it  is  attached  and  its  rolling  stock.  Where  such  rail- 
road extends  through  more  than  one  state  it  becomes  necessary 
to  apportion  it  among  the  states,  and,  inasmuch  as  it  is  im- 
practicable to  locate  any  part  of  the  rolling  stock  in  any  of 
the  states,  the  apportionment  is  made  according  to  approxi- 
mation, more  or  less  arbitrary,  and  based  upon  mileage  of  the 
railroad  in  a  state 

Fargo  vs.  Hart,  193  U.  S.  490,  496,  500;  Union  T.  Co.  vs. 
Ky.,  199  U.  S.  194,  206 ;  State  Railroad  Tax  Cases,  92  U.  S. 
575,  698;  Pullman  etc.  vs.  Penn.,  141,  U.  S.  18;  Pitts,  etc.  Ry. 
vs.  Backus,  154  U.  S,  421,  430 ;  Adams  Exp.  Co.  vs.  Ohio,  165 
U.  S.  194 ;  166  U.  S.  185 ;  Am.  Ref.  T.  Co.  vs.  Hall,  174  U.  S. 
70,  78 ;  etc. 

This  approximation,  although  somewhat  actually  arbitrary, 
is,  nevertheless,  theoretically  based  upon  the  presumption  that 
the  rolling  stock  is  actually  located  in  each  state  in  proportion 
to  the  mileage  of  its  owner  in  such  state.  Rolling  stock  in  one 
state  is,  therefore,  theoretically,  not  taxed  in  another;  cases 
cited,  supra,  sed.  vide,  N.  Y.  C.  R.  R.  Co.  vs.  Miller,  202  U.  S. 
584. 

Cases  cited  supra. 

Where  the  owner  has  no  railroad,  to  which  the  rolling  stock 
can  attach  and  compose  together  with  it  a  plant  as  a  unit, 
other  methods  of  taxing  it  are  adopted.  Am.  Ref.  Co.  vs.  Hall, 
174  U.  S.  70 ;  Union  etc.  Co.  vs.  Lynch,  111  U.  S.  149, 

Taxation  of  Ships 

The  taxation  of  ships  has  been  comparatively  recently  elab- 
orately discussed  in  Old  Dom.  8.  S.  Co.  vs.  Virginia,  198  U. 
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S.  299 ;  Ayer  &  Lord  Tie  Co.  vs.  Kentucky,  202  U.  S.  409,  and 
Sou.  Pac.  Co.  vs.  Kentucky,  222  U.  S.  63. 

The  gist  of  the  decisions  in  these  cases  was  that  the  vessels 
were  taxable  in  the  state  of  the  domicile  of  the  owner,  except 
where  they  had  acquired  a  permanent  situs  in  some  other 
state  by  reason  of  their  permanent,  or  continual  use  there.  In 
the  Old  Dominion  case,  the  vessels  had  acquired  such  a  situs 
wholly  within  a  state,  but  in  the  other  two  cases  they  had  not. 
These  decisions  are  really  based  upon  the  same  principle  as 
Union  R.  T.  Co.  vs.  Ky.,  because  they  distinguish  between  the 
nature  of  railroad  rolling  stock  and  that  of  vessels,  the  former 
being  confined  to  well  defined  lines  of  rails,  while  the  latter 
roam  all  over  the  seas  without  definite  course,  and  making 
port  only  as  an  incident  to  the  voyage.  The  principle,  may, 
therefore,  be  said  to  be  established  that  vessels  take  the  situs 
of  the  domicile  of  the  owner  with  the  exception  just  noted. 

Again,  the  principle  thus  expounded  is  really  in  accord 
with  that  generally  based  upon  the  fiction  moMlia  sequuntur 
personam,  because  the  situs  thus  acquired  by  relation  to  the 
owner's  domicile  is  established  through  necessity,  there  being 
no  permanent  location  of  the  vessels  elsewhere  so  as  to  obtain 
another  situs. 

It  thus  appears  that  although  situs  generally  involves  a 
question  of  constitutional,  or  private  international  law,  never- 
theless there  is  room  for  valuable  work  through  legislation  in 
the  solution  of  the  vexed  questions  which  now  perplex  the 
courts,  grievously  disturb  business,  and  often  work  wicked  in- 
justice. 

Edmund  F.  Trabue. 
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THE  FEDERAL  INCOME  TAX 
Charles  J.  Bullock 

Harvard  University,  Cambridge,  Massachusetts 

The  new  income  tax  is  probably  a  permanent  addition  to  the 
fiscal  machinery  of  the  United  States.  It  was  written  into  the 
statutes  after  twenty  years  of  discussion  following  the  abortive 
law  of  1894,  and  only  after  amendment  of  the  federal  consti- 
tution. The  need  of  revenue  was  but  one  of  the  reasons  for 
its  enactment,  and  a  compelling  motive  undoubtedly  was  the 
desire  to  change  the  distribution  of  national  taxation,  hitherto 
confined  to  custom  and  excise  duties.  Beyond  doubt  the  pres- 
ent law  expresses  the  settled  purpose  of  the  country  to  raise 
some  part  of  the  charges  of  the  federal  government  by  a  tax 
that  shall  be  apportioned  according  to  the  income  of  the  citi- 
zen rather  tha'n  according  to  his  expenditure.  As  one  who  has 
long  favored  such  a  readjustment,  I  propose  to  consider  how 
far  the  law  of  1913  has  actually  succeeded  in  taxing  the  people 
of  the  United  States  in  proportion  to  their  incomes.  I  shall 
also  consider  the  relation  of  the  income  tax  to  state  and  local 
taxation. 

There  are  three  methods  of  levying  a  tax  upon  incomes, 
assessment  by  official  estimation,  assessment  by  taxpayers' 
declarations  or  returns,  and  collection  at  the  source.  The  first 
is  the  method  used  by  Prussia  prior  to  the  reform  of  1891.  It 
has  never  secured  anything  more  than  a  rough  approximation 
to  a  correct  result,  and  in  Prussia  appears  to  have  resulted  in 
the  escape  of  fully  one-half  of  the  income  legally  subject  to 
taxation.  It  is,  however,  a  method  upon  which  all  income  taxes 
are  compelled  to  rely  in  cases  where  contributors  fail  to  make 
satisfactory  returns,  and  is  certainly  an  indispensable  adjunct 
of  any  tax  upon  incomes.  The  second  method  is  used  to  a 
greater  or  less  extent  by  all  countries  levying  an  income  tax, 
and  is  that  upon  which  the  various  German  states  rely,  hav- 
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ing  been  adopted  by  Prussia  in  1891.  It  is  undoubtedly  super- 
ior to  the  first,  and,  under  proper  conditions,  results  in  a  sub- 
stantially complete  assessment,  as  in  the  Canton  of  Basle  and 
the  State  of  Wisconsin.  The  third  method  is  largely  employed 
by  the  British  income  tax,  and  is  more  or  less  in  vogue  else- 
where, outside  of  Germany;  but  it  cannot  be  applied  to  all 
kinds  of  incomes,  and  therefore  is  always  supplemented  by  the 
second  and  even  the  first. 

It  is  not  strange  that  the  framers  of  our  federal  income  tax 
decided  in  favor  of  collection  at  source  wherever  that  was 
possible.  The  success  attending  this  method  in  Great  Britain 
had  led  many  other  countries  to  follow  her  example,  and  the 
failure  of  our  states  to  reach  the  great  mass  of  personal  prop- 
erty by  means  of  taxpayers'  declarations  naturally  created  the 
impression  that  an  income  tax  could  be  collected  only  at  the 
source.  Moreover,  the  success  of  our  states  in  collecting  taxes 
directly  from  corporations  rather  than  from  shareholders  re- 
inforced this  conclusion,  and  most  American  students  of  fi- 
nance had  long  been  advocates  of  the  method.  The  case  seemed 
clearly  made  out,  and  therefore  the  new  law  provides  that 
the  normal  tax  of  one  per  cent  shall  be  collected  so  far  as 
possible  at  the  source. 

But  further  consideration  reveals  various  disadvantages  of 
this  method  of  collection,  which  are  so  serious  as  to  justify 
reopening  of  the  question.  The  first  and  most  important  is 
that,  to  a  very  considerable  extent,  collection  at  source  changes 
the  incidence  of  the  tax  and  places  the  burden  upon  the  wrong 
shoulders.  This  is  particularly  true  in  the  taxation  of  corpor- 
ations and  interest  upon  corporation  bonds. 

In  1910  congress  levied  a  tax  of  one  per  cent  upon  the  net 
income  of  corporations,  which  was  legally  and  practically  an 
excise  duty.  There  may  have  been  a  few  cases  in  which  this 
tax  operated  as  one  of  a  number  of  causes  leading  to  a  reduc- 
tion of  dividends,  or  prevented  an  increase  that  otherwise 
would  have  taken  place.  But  in  general  stockholders  were  not 
affected  by  it,  the  tax  was  merely  absorbed  with  other  charges 
against  gross  income,  and  served  as  an  incentive  to  increased 
prices.    With  public  service  corporations  under  state  or  federal 
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control,  the  tax  became  an  element  determining  what  should 
constitute  reasonable  returns  for  the  service  rendered,  and 
therefore  figured  in  subsequent  arguments  for  higher  rates. 
The  general  effect  of  the  law  of  1910  was  to  impose  an  indirect 
tax  upon  consumers,  and  this  charge  has  merely  been  con- 
tinued by  the  law  of  1913.  Today  a  citizen  who  receives 
$20,000  from  dividends  upon  corporation  stock  is  exempt  from 
the  normal  tax,  while  one  who  receives  a  salary  of  $5,000  is 
subject  to  taxation  upon  the  excess  of  his  income  above  $3,000, 
or  $4,000  if  he  is  married. 

Interest  upon  corporation  bonds  or  other  evidences  of  in- 
debtedness is  also  taxed  at  the  source,  with  the  result  that  the 
tax  in  most  cases  falls  upon  the  corporations  and  the  bond- 
holder goes  scot  free.  The  greater  part  of  the  corporation 
bonds  now  outstanding  have  been  issued  under  contracts  by 
which  the  corporations  have  agreed  to  pay  the  stipulated 
interest  free  from  any  tax  they  may  be  required  to  withhold  or 
deduct,  and  the  law  of  1913  is  so  drawn  as  to  bring  the  pres- 
ent income  tax  clearly  within  the  scope  of  these  so-called  tax 
covenants.  The  result  is  that  the  corporations  are  now  pay- 
ing most  of  the  normal  tax  upon  bond  interest,  and  the  bond- 
holders are  exempted;  so  that  a  citizen  having  an  income  of 
$20,000  from  corporation  bonds  pays  nothing,  while  his  neigh- 
bor who  has  a  salary  of  $5,000  is  taxed.  The  tax,  therefore, 
is  in  effect  an  excise  duty  upon  corporations,  and  in  many 
cases  will  be  shifted  to  consumers  either  in  higher  price  or  in 
poorer  service. 

There  was,  unfortunately,  in  congress  and  perhaps  else- 
where, a  complete  misunderstanding  of  the  nature  of  these 
tax  covenants,  and  it  seems  to  have  been  thought  that  to  im- 
pose the  tax  directly  upon  bondholders  as  a  personal  obligation 
would  violate  the  spirit  and  perhaps  letter  of  contracts  cor- 
porations had  made  with  their  creditors.  There  are,  indeed, 
some  issues  of  bonds  that  contain  a  covenant  by  which  the 
corporations  agree  to  pay  any  taxes  the  United  States  may 
levy  upon  the  interest,  and  if  congress  had  interfered  in  such 
cases  it  would  have  impaired  the  obligation  of  contracts.  But 
the  great  majority  of  tax  covenants  merely  require  the  cor- 
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porations  to  assume  taxes  that  they  are  required  to  withhold 
or  deduct  from  the  interest,  and  have  no  reference,  express  or 
implied,  to  a  personal  tax  levied  upon  the  bondholder  and 
payable  by  him.  There  was,  therefore,  no  question  of  viola- 
tion of  contracts,  and  congress  should  not  have  treated  the 
matter  as  an  issue  between  corporations  and  their  creditors. 
The  only  question  was  one  of  public  policy, — Is  it  better  to 
levy  a  direct  personal  income  tax  on  bondholders  or  to  levy  an 
indirect  tax  upon  bond  interest,  payable  by  corporations  and 
ultimately  shifted  to  consumers  in  most  cases?  There  seems 
to  be  but  one  answer.  The  income  tax  should  be  so  levied  as 
to  fall  upon  citizens  in  proportion  to  their  incomes,  and  bond- 
holders should  not  be  exempted.  This  is  the  very  purpose  of 
an  income  tax,  and  to  convert  it  into  an  indirect  tax  which 
will  be  largely  shifted  to  consumers  is  to  pervert  its  nature, 
impose  the  burden  upon  the  wrong  persons,  and  defeat  the 
object  of  the  sixteenth  amendment.  Today  a  citizen  receiving 
$20,000  from  dividends  and  bond  interest  is  wholly  exempted 
from  the  income  tax,  and  one  receiving  $20,000,000  is  exempted 
from  the  normal  tax,  though,  of  course,  subject  to  the  addi- 
tional tax.  Congress  had  no  scruple  about  making  the  addi- 
tional tax  a  personal  obligation  payable  by  the  bondholders; 
how  ridiculous,  then,  is  the  contention  that  to  levy  the  ordinary 
tax  in  the  same  way  would  impair  the  obligation  of  contracts ! 
To  what  extent  collection  at  source  tends  to  lead  to  a  shift- 
ing of  the  tax  on  other  classes  of  income  is  difficult  to  say.  For 
the  most  part  it  has  been  taken  for  granted  that  an  income  tax 
cannot  be  shifted  and  must  fall  upon  income  receivers.  But 
economic  laws  and  forces  do  not  operate  in  vacuo,  that  is, 
under  conditions  where  they  do  not  encounter  the  resistance 
of  opposing  forces.  They  must  work  out  their  result  through 
countless  business  transactions,  in  which  the  unequal  strength, 
knowledge,  and  bargaining  skill  of  the  contracting  parties 
materially  influence  the  outcome.  Therefore  it  is  always  bet- 
ter to  place  the  tax  on  the  right  shoulders  in  the  first  instance, 
wherever  that  is  practicable;  and  it  is  unwise  to  impose  it  on 
the  tenant  or  debtor  in  the  expectation  that,  in  accordance 
with  general  economic  laws,  it  will  finally  fall  upon  the  land- 
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lord  or  creditor.  Our  present  law,  it  is  true,  invalidates  future 
contracts  to  assume  the  income  tax;  but  it  does  not  and  can- 
not control  the  amount  of  contract  rent  or  interest.  It  intro- 
duces into  contracts  for  the  payment  of  "fixed  and  determin- 
able" income  an  element  that  in  many  cases  affects  the  terms 
upon  which  agreements  are  closed,  and  produces  conditions 
under  which  all  the  forces  of  economic  friction  and  inertia 
oppose  the  transfer  of  the  tax  to  the  person  it  is  intended  to 
reach. 

The  second  objection  to  collection  of  an  income  tax  at  source 
is  that  it  places  the  government  in  an  inconsistent  position  and 
injures  what  I  may  call  the  morale  of  the  tax.  The  govern- 
ment first  undertakes  to  collect  at  the  source  as  much  of  the 
tax  as  possible,  on  the  theory  that  if  it  proceeds  otherwise  there 
will  be  wholesale  evasion;  and  it  then  calls  upon  citizens  to 
make  returns  of  the  rest  of  their  incomes.  It  has  advertised 
in  advance  its  expectation  that  incomes  will  not  be  honestly 
returned  by  personal  declarations  of  taxpayers,  and  it  then 
requires  citizens  to  do  that  which  it  does  not  expect  them  to  do 
honestly.  A  better  method  of  destroying  the  morale  of  tax- 
payers could  hardly  be  devised,  or  one  more  certainly  calcu- 
lated to  make  the  income  tax  a  tax  on  honesty. 

This  view  of  the  case  has  been  called  sentimental  and  theo- 
retical, and  the  objections  have  been  considered  of  little  weight 
beside  the  practical  advantages  of  collection  at  source.  Senti- 
mental it  undoubtedly  is;  honesty  is  partly,  and  in  public 
matters  very  largely,  a  matter  of  sentiment.  Theoretical  it 
certainly  is,  also ;  but  the  theory  has  found  practical  recogni- 
tion in  the  income  taxes  of  various  states,  which  are  on  the 
whole  as  successful  as  any  others.  Some  years  ago  I  asked  the 
head  of  the  finance  department  of  the  Canton  of  Basle  why  his 
state  had  never  undertaken  to  collect  any  part  of  its  income 
tax  at  the  source.  "We  have  not  done  so,  he  said  in  substance, 
because  we  require  the  people  of  Basle  to  pay  the  income  tax 
upon  their  entire  income,  and  do  not  expect  them  to  evade 
any  part  of  it;  if  we  were  to  collect  part  of  the  tax  by  the 
British  method,  our  people  would  naturally  think  they  were 
not  expected  to  pay  the  rest  loyally. 
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This  is,  when  you  carefully  consider  it,  the  ultimate  logic 
of  collection-at-source  when  applied  to  a  general  income  tax. 
Some  forms  of  income  cannot  be  reached  at  the  source  and 
must  be  taxed  by  personal  return  or  official  estimate.  A  gov- 
^ '  nment  that  does  not  expect  to  succeed  in  taxing  such  incomes 
should  never  levy  a  general  income  tax,  because  at  this  point 
it  would  tax  not  income  but  honesty.  By  adopting  collection- 
at-source  it  admits  failure  at  the  outset,  and  can  hardly  blame 
the  citizens  if  they  act  upon  the  same  logic  as  their  govern- 
ment. This  objection,  of  course,  would  not  apply  to  a  partial 
income  tax  levied  only  on  such  income  as  can  be  taxed  at  the 
source.  But  it  is  valid  for  any  general  tax  upon  income,  and 
it  is  vital.  No  government  should  levy  what  it  knows  to  be  a 
tax  upon  honesty;  and  if  it  believes  itself  able  to  collect  a 
general  income  tax,  it  should  adopt  no  method  for  the  collec- 
tion of  any  part  of  the  tax  that  implies  disbelief  in  its  ability 
to  collect  others.  The  morale  of  the  taxpayers  cannot  fail  to 
be  impaired  by  such  inconsistency  in  the  tax  law. 

The  third  objection  to  collection-at-source  is  that  it  is  incon- 
venient and  expensive.  If  the  tax  applied  to  all  incomes, 
whatever  their  amount  or  nature  and  without  exemption  or 
abatement,  no  difficulty  would  arise  except  in  cases  where  in- 
comes pass  through  several  hands  on  their  way  from  the  source 
to  the  final  recipient.  But  when  exemptions  and  abatements 
are  granted, — and  this  is  the  usual  practice, — the  difficulties 
multiply  and  soon  become  serious,  because  in  the  natural  course 
of  things  many  incomes  will  be  taxed  at  the  source  although 
the  recipients  are  exempt  or  entitled  to  allowances.  The  prac- 
tice in  Great  Britian  seems  to  be  to  collect  the  tax  at  the  source 
and  then  permit  the  taxpayers  to  apply  for  refunds;  and  in 
1909  it  was  stated  that  the  Inland  Revenue  Department  had  to 
deal  with  450,000  repayments  and  nearly  700,000  abatements.* 
Even  then  it  seems  that  many  persons  entitled  to  refunds 
did  not  receive  them  either  because  they  were  ignorant  of 
their  rights  or  because  the  amount  involved  was  not  large 
enough  to  justify  the  trouble  and  expense  of  making  appli- 
cation. 


*  Means,  The  Methods  of  Taxation,  156-159. 
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The  British  method  has  at  least  the  merit  of  placing  upon 
the  government  the  trouble  and  expense  of  dealing  with  ex- 
emptions and  abatements;  our  own  income  tax  for  the  most 
part  places  the  burden  upon  those  persons  who  handle  in- 
comes either  at  the  source  or  on  their  way  to  the  recipient. 
The  right  of  the  government  to  collect  taxes  at  the  source,  if 
it  prefers  to  adopt  that  method,  is  doubtless  unassailable ;  but 
if  such  collection  involves  much  trouble  and  expense,  common 
fairness  requires  that  proper  compensation  be  made  for  the 
service.  The  situation  is  aggravated  by  the  fact  that  a  large 
part  of  the  work  is  not  in  collecting  the  tax  but  in  dealing 
with  incomes  entitled  to  exemptions  and  abatements.  In  effect 
the  United  States  has  granted  to  certain  persons  exemption 
from  an  income  tax  collected  at  the  source,  and  has  thrown 
upon  certain  other  persons,  without  compensation,  the  greater 
part  of  the  work  resulting  from  claims  to  exemption.  Whether 
this  amounts  to  taking  private  property  for  public  use  without 
compensation  is  a  question  I  am  content  to  leave  to  the  law- 
yers, but  it  certainly  is  unjust  and  vexatious. 

The  difficulty  is  greatest  in  the  case  of  interest  upon  cor- 
poration bonds  and  other  obligations,  since  a  very  large  pro- 
portion of  these  securities  consists  of  coupon  bonds  and  the 
tax  must  be  deducted  from  all  payments  whatever  their 
amount.  In  some  sections  of  the  country  the  larger  city  banks 
have  made  arrangements  by  which  country  banks  have  been 
relieved  of  trouble  and  expense  in  connection  with  the  tax, 
but  this  concentrates  the  burden  rather  than  diminishes  it. 
I  am  informed  that  one  banking  institution  has  been  put  to 
an  additional  expense  of  $15,000  per  annum,  and  another  to 
an  expense  of  $20,000.  These  figures  are  exclusive  of  the 
heavy  initial  cost  the  system  entailed,  and  represent  what  is 
likely  to  be  the  normal  annual  outlay  for  these  institutions. 
If  data  could  be  secured  for  the  entire  country  the  total  bur- 
den would  surely  be  impressive. 

Even  worse  than  the  absolute  amount  of  the  expenditure  is 
its  relation  to  the  amount  of  tax  actually  paid  the  govern- 
ment. The  institution  that  is  spending  $15,000  will  have  col- 
lected at  the  end  of  the  first  year  $53,000  of  income  tax  upon 
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corporation  bonds,  the  cost  of  collection  amounting  to  nearly 
thirty  per  cent.  A  traction  company  collected  $8,200  of  tax 
between  November  1,  1913,  and  February  1,  1914,  and  spent 
$3,299  in  performing  this  service.  Here  the  cost  of  collection 
rises  to  forty  per  cent.  Another  public  service  corporation 
collected  $9,821  of  tax  up  to  August  1st,  and  expended  $7,011 
in  so  doing,  the  cost  of  collection  amounting  to  over  seventy 
per  cent;  but  these  figures  may  include  initial  outlays  that 
will  not  recur.  I  can  find  no  reason  for  thinking  these  cases 
exceptional,  and  they  merely  confirm  the  general  opinion 
prevalent  among  those  conversant  with  the  facts,  that  the  cost 
of  collecting  the  tax  on  bond  interest  at  the  source  is  ab- 
surdly, preposterously  high.  The  cost  of  collecting  the  cus- 
toms revenue  of  the  United  States  is  about  three  and  one-half 
per  cent,  and  the  internal  revenue  in  1911  cost  but  one  and 
one-half  per  cent.  The  Wisconsin  income  tax  showed  a  net 
cost  of  collection  of  1.28  per  cent  in  its  first  year.  In  general 
any  tax  that  costs  more  than  five  or  six  per  cent  to  collect  is 
uneconomic,  and  most  taxes  cost  much  less  than  this  figure. 
But  in  respect  of  bond  interest  the  government  of  the  United 
States  is  now  collecting  an  income  tax  at  an  expense  of  from 
thirty  to  forty  per  cent— to  other  people. 

My  contention  is,  then,  that  collecting  the  income  tax  at 
source  has  largely  changed  its  incidence,  lowered  its  morale, 
and  in  some  cases  resulted  in  a  preposterously  high  cost  of 
collection  which  the  government  throws  upon  private  citizens 
and  corporations  without  compensation.  But  the  question 
occurs  to  you,  doubtless:  After  all,  was  not  collection  at 
source  necessary  to  prevent  evasion  of  the  tax? 

Before  answering  the  question  it  is  necessary  to  remind 
you  that  for  all  practical  pui'poses  tax  evasion  is  purely  a 
question  of  degree.  There  are  few  taxes,  if  any,  that  cannot 
be  evaded  to  some  extent.  Even  a  tax  on  real  estate,  under 
the  most  favorable  conditions,  will  fail  to  reach  100  per  cent 
of  the  actual  value  of  every  parcel  of  realty,  while  under 
poor  administration  a  very  large  percentage  of  taxable  value 
will  escape  assessment.  As  a  matter  of  fact  we  know  that  a 
hundred-per-cent  assessment  upon  every  parcel  of  realty  is 
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an  unattainable  ideal,  and  that  for  practical  purposes  an  aver- 
age assessment  of  from  ninety  to  ninety-five  per  cent  must 
pass  for  full  assessment.  Yet  in  discussing  the  taxation  of 
incomes  it  is  usually  assumed,  tacitly  of  course,  that  there  are 
taxes  that  can  be  collected  without  any  possibility  of  evasion; 
and  the  income  tax  is  then  judged  by  this  assumed  absolute 
standard.  Such  procedure  leads  nowhere.  We  must,  rather, 
recognize  clearly  that  evasion  is  a  matter  of  degree,  and  must 
judge  the  income  tax  accordingly.  The  question  we  have  to 
consider,  therefore,  is  this:  Can  a  general  income  tax  be  col- 
lected with  reasonable  certainty  and  completeness  without  re- 
sorting to  collection  at  source? 

It  must  further  be  observed  that  one  who  answers  the  ques- 
tion in  the  negative  cannot  possibly  advocate  a  general  income 
tax  without  becoming  an  advocate  of  political  immorality. 
For  some  incomes  cannot  possibly  be  taxed  at  the  source,  and 
one  who  believes  that  no  other  method  can  give  a  reasonably 
complete  assessment,  must  admit  that  in  its  application  to 
these  incomes  a  general  income  tax  becomes  one  of  the  worst  of 
fiscal  expedients— a  tax  upon  honesty.  Such  a  person  may 
very  properly  approve  of  special  taxes  upon  incomes  that  can 
be  reached  at  the  source,  but  as  an  advocate  of  a  general  in- 
come tax  he  stands  in  no  enviable  light. 

The  answer  to  our  question  is,  I  believe,  as  follows:  the 
operation  of  an  income  tax  depends  wholly  upon  the  condi- 
tions under  which  it  is  levied.  With  poor  administration,  ex- 
cessive rates,  and  a  hostile  public  opinion,  an  income  tax  be- 
comes a  mere  tax  upon  honesty,  except  in  so  far  as  it  can  be 
collected  at  the  source;  while  under  the  opposite  conditions 
it  can  be  enforced  with  substantial  certainty  and  justice,  and 
as  successfully  as  most  other  laws.  Some  evasion  there  will 
be,  necessarily;  but  it  is  possible  for  an  income  tax  to  be  so 
drawn  and  administered  as  to  command  general  favor  and 
reduce  the  amount  of  evasion  to  a  reasonable  minimum.  As 
examples  of  such  income  taxes  I  can  refer  to  the  income  tax 
of  the  Canton  of  Basle,  the  Prussian  income  tax  in  those  com- 
munities that  do  not  raise  its  rate  to  an  excessive  figure,  and 
the  tax  now  in  successful  operation  in  Wisconsin. 
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To  develop  fully  this  statement  would  carry  me  far  beyond 
the  necessary  limits  of  this  paper.  It  needs  no  demonstration 
that  inefficient  boards  of  local  assessors  will  make  bad  work 
of  an  income  tax.  It  cannot  be  doubted  that  excessive  rates, 
such  as  prevail  in  Italy  and  some  Prussian  communities,  lead 
to  widespread  evasion ;  and  it  is  certain  that  when  public  opin- 
ion is  decidedly  hostile,  as  it  has  long  been  in  France,  the  en- 
forcement of  an  income  tax  must  be  extremely  difficult.  But 
in  the  United  States  the  conditions  were  not,  and  need  not 
have  been  made,  unfavorable.  The  Bureau  of  Internal  Reve- 
nue was  well  organized,  and  was  undoubtedly  efficient;  there 
was  no  need  of  imposing  a  high  rate  of  taxation;  and  public 
opinion  strongly  supported  the  tax.  Congress  had  as  fair  an 
opportunity  as  could  be  desired  to  enact  a  well-considered  law, 
and  was  mistaken  in  believing  that  it  was  necessary  to  collect 
the  tax  at  the  source. 

Probably  the  decisive  consideration  in  favor  of  the  method 
adopted  was  the  admitted  failure  of  our  states  to  tax  per- 
sonal property  or  incomes  effectively  by  means  of  taxpayers' 
declaration  or  official  estimation;  but  here.  Congress  misread 
the  lesson  of  experience.  All  that  the  failure  of  the  states  taught 
was  this :  That  it  is  impossible  to  collect  from  personal  prop- 
erty a  tax  that  would  absorb  half  the  taxpayers '  income ;  and 
that  a  state  income  tax  cannot  be  successfully  enforced  by 
local  assessors,  and  as  part  of  a  system  of  taxation  generally 
unenforcible.  Wisconsin  had  already  shown  that  with  proper 
methods  of  administration,  a  reasonable  income  tax  can  be 
collected  with  substantial  certainty  and  completeness;  and 
against  "Wisconsin's  evidence,  the  experience  of  other  states 
under  the  very  opposite  conditions  should  have  counted  for 
little  or  nothing.  Our  country  undoubtedly  wanted  an  in- 
come tax ;  with  all  the  criticism  of  details  of  the  law  of  1913, 
opposition  to  the  principle  of  the  tax  has  been  so  infrequent 
as  to  be  negligible;  and  even  the  confused,  cumbersome,  and 
vexatious  measure  finally  enacted  has  not  made  the  income 
tax,  as  such,  unpopular.  Under  these  conditions.  Congress 
could  and  should  have  levied  a  personal  income  tax  assessed 
by  taxpayers'  declaration. 

18 
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Of  course  it  was  frequently  said  that  all  men  are  liars,  and 
that  you  cannot  make  them  honest  by  law.  But  the  first  part 
of  this  statement,  while  it  may  be  competent  evidence  of  the 
character  of  the  person  making  it,  does  not  convict  anyone 
else  of  mendacity,  and  the  second  part  is  wholly  irrelevant 
to  the  question  at  issue.  All  men  are  not  liars;  most  men 
will  deal  honestly  with  a  government  that  treats  them  fairly ; 
and  the  experience  of  Wisconsin  shows  that  even  the  abused 
American  taxpayer  will  pay  loyally  an  income  tax  reasonable 
in  amount  and  levied  impartially  upon  everyone  subject  to  it. 
Not  taxation  itself,  but  unfair,  excessive,  and  discriminating 
taxation  is  what  has  made  the  average  American  a  tax-dodger. 
If  Congress  had  had  the  wisdom  to  levy  the  income  tax  as  a 
gentleman's  tax,  there  is  no  doubt  that  the  taxpayers  of  the 
United  States  would  have  made  loyal  response. 

But  although  the  tax  should  have  been  collected  in  all  cases 
from  taxpayers,  and  not  at  the  source,  it  would  not  have  been 
necessary  to  rely  exclusively  upon  personal  declarations  of  in- 
come. In  order  to  deal  effectively  with  the  small  minority 
who  might  make  false  returns,  Congress  might  have  instituted 
a  system  of  reports  at  source,  by  which  the  people  who  under 
the  present  law  are  required  to  withhold  and  deduct  the  tax, 
would  have  been  required  to  report  to  the  government  the 
amount  of  the  income  and  name  of  the  recipient.  This  is  an 
expedient  which  many  governments  employ  today  in  taxing 
wages  and  salaries,  and  is  capable  of  application  to  any  form 
of  fixed  and  determinable  income.  It  was  urged  upon  the 
committees  having  the  income  tax  in  charge,  but  not  until 
after  the  measure  had  passed  the  House  of  Representatives 
and  was  beyond  its  formative  stage.  This  plan  would  have 
prevented  evasion  quite  as  effectively  as  the  present  arrange- 
ment, its  practical  details  would  have  been  far  easier  to 
grasp;*  it  would  have  diminished  enormously  the  labor  and 

*  Even  interest  coupons  could  have  been  reported  by  a  method  that 
experienced  bankers  pronounced  simple  and  effective.  Another  method 
of  dealing  with  the  coupon  problem  would  have  been  the  imposition  of  a 
stamp  tax  payable  by  the  bondholder.  (See  briefs  and  statements  filed 
with  the  Committee  on  Finance;  Income  Tax  and  Custom  Administra- 
tion, 2096. 
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expense  imposed  upon  those  affected,  and  it  would  not  have 
changed  the  incidence  of  the  tax  or  impaired  its  morale.f  It 
would,  furthermore,  have  provided  a  check  upon  the  returns 
of  incomes  subject  to  the  additional  tax ;  and  at  that  point, 
where  the  rates  are  highest  and  the  temptation  to  evade  is 
strongest,  would  have  been  far  more  effective  than  the  exist- 
ing law. 

While  collection  at  source  is  undoubtedly  the  chief  cause 
of  the  inequalities  that  must  arise  under  the  present  income 
tax,  it  is  by  no  means  the  only  cause  of  inequality.  In  its  very 
definition  of  income  the  law  of  1913  is  defective.  I  have  time 
to  call  attention  only  to  two  points.  No  provision  is  made 
for  including  in  a  person's  taxable  income  the  fair  rental 
value  of  a  dwelling  house  occupied  by  the  owner  or  the  value 
of  agricultural  produce  consumed  on  a  farm.  The  result  is 
that  a  person  who  invests  $20,000  in  securities  is  taxed  upon 
the  income  he  derives  therefrom,  if  his  total  income  exceeds 
$3,000,  while  another  who  invests  $20,000  in  his  dwelling  is 
exempt  from  taxation  upon  the  amount  of  income,  in  the  form 
of  use  and  enjoyment,  that  he  derives  from  this  investment. 
This  is  wrong  in  theory,  and  is  contrary  to  the  practice  of 
well-considered  income  taxes.  The  exemption  of  produce  con- 
sumed on  a  farm  introduces  another  fruitful  source  of  in- 
equality, since  it  exempts  an  important  part  of  the  income  of 
one  class  of  persons,  while  others  are  taxed  on  incomes  of  the 
same  amount  expended  for  household  supplies  and  provisions. 

Together  with  the  high  exemption  of  $3,000  or  $4,000  of 
income  from  the  operation  of  the  normal  tax,  these  defects  in 
the  definition  of  income  work  practically  the  total  exemption 
of  agricultural  industry  and  in  effect  exempt  the  agricultural 
states.  A  farmer  and  his  wife  are  not  subject  to  taxation  un- 
less, in  addition  to  the  house  rent  and  a  good  part  of  their 
living  expenses,  they  receive  a  net  cash  income  in  excess  of 
$4,000.  Nothing  in  the  condition  of  American  agriculture 
justifies  this  discrimination.  For  more  than  fifteen  years  our 
farmers  have  enjoyed  uninterrupted    prosperity,  and    their 

t  In  behalf  of  clients,  I  presented  this  plan  to  the  Senate  Committee 
on  Finance,  in  May,  1913.     Briefs  and  Statements,  2071-2075. 
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products  have  been  precisely  the  ones  most  affected  by  the 
general  rise  of  prices.  These  features  of  the  law  of  1913  are 
another  cause  of  great  inequality,  and  are  absolutely  without 
justification.  They  are  contrary  to  the  practice  of  best  income 
taxes,  and  are  indefensible  class  and  sectional  legislation. 

We  must  conclude,  therefore,  that  the  income  tax  of  1913 
has  not  given  the  country  what  it  had  the  right  to  expect— a 
tax  levied  upon  citizens  in  proportion  to  their  income,  that  is, 
according  to  their  ability  to  pay.  Instead  of  that  we  now  have 
a  law  that  largely  exempts  holders  of  corporation  securities 
from  the  ordinary  tax  and  substantially  exempts  agricultural 
industry,  while  it  taxes  incomes  derived  from  unincorporated 
manufacturing  or  commercial  enterprise,  and  those  received 
in  the  form  of  salaries  and  professional  earnings.  So  far  as 
most  corporate  capital  is  concerned,  the  ordinary  income  tax 
has  been  converted  into  an  excise,  and  will  be  paid  for  the 
most  part  by  the  ultimate  consumers  in  the  form  of  higher 
prices  or  poorer  service.  To  a  very  large  extent,  to  a  degree 
practically  commensurate  with  the  field  of  corporate  industry, 
Congress  has  exempted  funded  incomes  from  the  ordinary 
tax,  and  has  confined  that  tax  to  incomes  from  labor  and  un- 
incorporated enterprise.  This  outcome  is  a  distinct  disap- 
pointment, and  when  appreciated  by  the  country  should  lead 
to  a  complete  recasting  of  the  law. 

A  final  word  concerning  the  relation  of  the  federal  income 
tax  to  state  and  local  taxation.  Obviously  the  national  gov- 
ernment has  now  entered  the  field  of  direct  taxation  hitherto 
reserved  in  ordinary  times  for  the  exclusive  use  of  the  states. 
This  is  not  in  itself  objectionable,  but  it  raises  important  ques- 
tions concerning  the  proper  division  in  the  field  and  the  co- 
ordination of  the  two  systems  of  taxation. 

In  regard  to  the  first  point  it  is  very  clear  that  the  federal 
government  in  ordinary  times  should  make  very  moderate  use 
of  direct  taxation.  There  is,  as  we  all  know,  a  limit  to  the 
revenue  that  can  be  raised  by  direct  levies  upon  property  or 
income;  and  if  the  federal  government  makes  excessive  de- 
mands, the  resources  of  the  states  will  be  seriously  limited. 
The  nation  has  at  its  command  the  whole  field  of  indirect 
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taxation,  from  which  the  states  are  almost  entirely  excluded, 
and  it  has  no  need  of  imposing  heavy  direct  taxes  in  ordinary 
times.  If  it  ever  does  so,  it  will  seriously  embarrass  the  state 
and  local  governments  which  have  to  meet  outlays  that  far 
exceed,  in  the  aggregate,  the  expenditures  of  the  national 
government. 

If  this  view  is  correct,  it  follows  that  the  maximum  rates 
of  the  additional  tax  imposed  by  the  law  of  1913  are  clearly 
excessive.  They  rise  to  six  per  cent  upon  the  excess  of  in- 
comes above  $500,000,  and  with  the  ordinary  tax  make  a  total 
charge  of  seven  per  cent.  Now  the  limit  of  safety  for  income 
taxes  is  probably  ten  per  cent;  and  it  certainly  does  not  ex- 
ceed twelve,  as  the  experience  of  all  countries  shows.  The 
United  States,  therefore,  has  appropriated  for  its  use  about 
seventy  per  cent  of  the  total  possible  proceeds  of  direct  taxa- 
tion upon  large  incomes,  and  its  action  will  seriously  embar- 
rass the  states  in  the  efforts  they  are  now  making  to  tax  per- 
sonal property  effectively  or  replace  the  personal  property 
tax  with  a  state  tax  upon  incomes. 

Congress  has  acted  with  total  disregard  of  the  interests  of 
the  states,  and  apparently  on  the  assumption  that  only  the 
claims  of  the  federal  treasury  require  consideration. 

What  readjustments  in  state  and  local  taxation  the  federal 
income  tax  makes  desirable  or  necessary  is  a  question  of 
peculiar  interest  to  this  Conference.  One  proposal  is  that  the 
states  shall  abandon  the  attempt  to  tax  personal  property  or 
income,  in  favor  of  the  national  government.  This  is  likely 
to  meet  with  little  favor.  The  states  are  now  devising  new 
and  better  methods  of  taxing  these  objects,  and  since  they 
sorely  need  the  revenue,  are  not  likely  to  give  the  federal  in- 
come tax  exclusive  right  of  way. 

Another  proposed  solution  is  that  the  states  abandon  the 
taxation  of  personal  property  and  income  and  that  the  na- 
tional government  levy  an  income  tax  the  proceeds  of  which 
shall  be  divided  with  the  states.  Such  a  solution,  however, 
would  be  attended  with  great  difficulty  in  securing  a  basis  of 
distribution  satisfactory  to  the  states.  It  would  also  have 
the  grave  defect  of  making  the  states  dependent  upon  the 
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national  government  for  a  substantial  part  of  their  revenues. 
There  are  undoubtedly  those  who  would  welcome  such  a  con- 
dition, those  who  in  their  desire  either  for  national  centraliza- 
tion or  municipal  home  rule,  wish  to  see  our  state  governments 
shorn  of  their  important  functions  and  deprived  of  real  vital- 
ity. But  others  should  realize  that  in  the  long  run  the  hand 
that  controls  the  purse  is  likely  to  control  all,  and  should  reject 
any  proposal  that  deprives  the  states  of  effective  control  of 
their  revenues, 

A  third  view  is  that  a  federal  income  tax  may,  under  right 
conditions,  facilitate  greatly  the  introduction  of  state  income 
taxes  in  place  of  the  existing  taxes  upon  personal  property. 
If  the  citizen  must  now  pay  to  the  federal  government  a  direct 
tax  upon  his  income,  it  will  obviously  be  easier  and  more  con- 
venient for  him  to  make  a  similar  return  of  income  for  state 
and  local  taxation  than  to  make  a  totally  different  return  of 
his  personal  property.  No  question  of  double  taxation  can 
arise  because  the  two  income  taxes  would  be  for  different 
orders  of  government  each  of  which  has  the  right  to  levy  direct 
taxes  for  its  support.  It  is  also  clear  that  from  the  admin- 
istrative standpoint  there  would  be  a  considerable  advantage 
in  replacing  personal  property  taxes  with  income  taxes  as- 
similated as  nearly  as  possible  to  a  federal  income  tax. 

But  before  such  an  adjustment  is  possible  the  federal  tax 
must  offer  a  suitable  model,  and  this  the  law  of  1913  cannot 
do.  What  is  requisite  is  that  the  national  government  shall 
levy  a  personal  income  tax  collected  upon  the  basis  of  per- 
sonal returns  by  taxpayers  of  their  entire  incomes.  This  is 
absolutely  inconsistent  with  collection  of  the  tax  at  source, 
but  will  permit  the  requirement  of  reports  at  source  as  a  check 
upon  the  small  minority  of  persons  who  might  otherwise  be 
tempted  to  make  false  returns.  It  would  give  us  complete 
returns  from  all  citizens  in  the  district  where  they  are  domi- 
ciled, and  this  would  furnish  the  basis  for  cooperation  be- 
tween national  and  local  governments  in  assessing  income 
taxes.  The  former  would  profit  by  the  more  detailed  and 
intimate  knowledge  of  local  conditions  possessed  by  local  as- 
sessing boards,  the  latter  would  gain  by  reason  of  the  wider 
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reach  and  stronger  arm  of  the  federal  authority.  Such  condi- 
tions, in  fact,  would  furnish  the  most  favorable  opportunity 
for  the  much  needed  and  long  deferred  reform  of  prevailing 
methods  of  taxing  personal  property. 


ADMINISTRATIVE  PROBLEMS  OF  FEDERAL 
INCOME  TAX 

Luther  F.  Speer 

Deputy  Conunissioner  Internal  Revenue  Treasury  Department, 
Washington,  D.  C. 

Mr,  President  and  Gentlemen :  The  subject  which  I  wiU 
briefly  discuss  is  so  broad  that  only  a  few  of  the  problems 
which  have  arisen  in  the  administration  of  the  income  tax  can 
be  referred  to  in  the  time  at  my  disposal. 

Situation  When  Law  Took  Effect 

Let  us  first  take  a  bird's-eye  view  of  the  situation  which 
existed  at  the  time  Congress  enacted  the  income  tax  law. 

The  present  generation  of  the  American  people  was  en- 
tirely unaccustomed  to  a  federal  income  tax.  Many  individuals 
had  studied  the  theory  of  such  a  tax  and  had  digested  the  in- 
come tax  laws  of  other  countries,  but  to  the  people  as  a  whole, 
a  federal  income  tax  was  a  new  and  strange  proposition. 
Many  editors  from  time  to  time  commented  upon  the  various 
features  of  an  income  tax,  but  the  necessary  machinery 
through  which  or  by  which  an  income  tax  was  to  be  collected 
could  be  referred  to  only  in  a  general  way. 

More  than  90,000,000  of  people  spread  over  a  great  expanse 
of  territory,  engaged  either  individually  or  in  incorporated 
groups  in  about  every  activity  that  human  beings  may  engage 
in,  were  now  called  upon  to  report  to  the  federal  government 
the  financial  gains  resulting  from  their  activities,  or  to  appar- 
ently fix  their  status  as  in  the  non-taxable  class  by  failing  to 
make  a  return. 

The  income  tax  law  being  based  upon  the  amount  of  net  in- 
come accruing  to  each  individual  or  corporation  during  a 
given  period— that  is,  the  calendar  year  for  individuals,  and 
either  the  calendar  year  or  a  fiscal  year  for  corporations — it 
was  necessary  that  an  exact  statement  of  income  should  be 
made.     In  many  cases  of  individuals  no  account  of  income 
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had  been  kept  and  only  a  general  idea  of  the  amount  of  in- 
come was  available.  The  necessity  for  an  accurate  accounting 
of  income  and  the  analysis  and  classification  of  expenditures 
gave  rise  to  troublesome  questions  and  some  little  effort  on 
the  part  of  individuals,  some  of  whom  considered  the  necessity 
of  such  labor  and  the  requirement  of  disclosing  to  the  United 
States  the  amount  of  their  net  income,  an  unwarranted  inter- 
ference with  their  personal  liberty. 

This  experience  is  not  new  in  connection  with  income  taxes, 
but  to  the  great  credit  of  the  citizens  of  the  United  States  let 
it  be  said  that  extraordinary  efforts  were  made  by  a  majority 
of  the  taxpayers  to  comply  with  this  new  law.  The  treasury 
department  was  literally  deluged  with  inquiries  and  collectors 
of  internal  revenue,  lawyers,  bankers  and  accountants  through- 
out the  United  States  were  appealed  to  for  information  in 
connection  with  this  new  law. 

The  department  made  every  effort  to  meet  the  situation,  by 
every  means  within  its  power.  Some  of  the  inquiries  gave 
the  impression  that  the  inquirer  believed  that  the  department 
automatically  created  answers  to  all  questions  and  that  ex- 
planations of  all  difficulties  were  of  necessity  in  possession  of 
the  department.  You  gentlemen  gathered  here  know  that  such 
was  not  the  case  and  the  others  found  out  in  due  time  that 
the  administration  of  the  law  was  accomplished  by  human 
agencies. 

The  law  was  passed  October  3,  1913,  and  carried  with  it  an 
appropriation  for  a  clerical  force  to  put  it  into  operation. 
There  w^as  no  available  clerical  force  prior  to  the  passage  of 
the  act  which  could  have  been  engaged  in  preparing  for  the 
work  to  come,  and  even  if  there  had  been,  the  various  changes 
which  were  made  in  the  text  of  the  law  by  the  conference 
committee  in  Congress  made  it  practically  impossible  to  pro- 
ceed with  the  work  of  preparation. 

The  small  force  of  officials  and  clerks  in  the  department  en- 
gaged in  the  administrative  work  of  the  special  excise  tax  on 
corporations  was  available  for  this  work  to  a  certain  extent, 
and  around  this  nucleus  was  gathered  the  force  for  the  ad- 
ministration of  the  new  law. 
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The  withholding  feature  of  the  law  was  an  unknown  quan- 
tity to  the  present  generation,  and  this  feature  of  the  law  took 
effect  November  1,  1913,  just  twenty-eight  days  after  the  law 
was  approved. 

The  average  citizen  will  never  know  the  strenuous  efforts 
put  forth  to  meet  the  necessities  of  the  hour,  and  can  little  ap- 
preciate the  volume  and  diversity  of  work  involved  in  insti- 
tuting not  only  the  withholding  at  the  source  features  of  the 
law  but  the  other  features  as  well.  A  method  of  procedure 
was  necessary;  blank  forms  were  required;  regulations  were 
imperative;  instructions  for  the  public  and  the  internal  reve- 
nue officials  had  to  be  promulgated,  decisions  on  many  thou- 
sands of  questions  were  being  demanded.  To  meet  this  con- 
dition, the  secretary  of  the  treasury,  the  assistant  secretaries, 
the  commissioner  of  internal  revenue,  and  the  force  engaged 
on  the  special  excise  tax  on  corporations  with  such  additions 
as  could  be  made  from  day  to  day,  put  forth  every  effort  of 
which  they  were  capable.  No  fixed  hours  of  labor  were  ob- 
served by  those  in  charge  of  the  work  and  many  a  time  desks 
were  closed  at  midnight  with  sighs  of  regret  that  the  day  had 
been  so  short. 

Ownership  Certificates 

The  first  question  presenting  itself  was  how  to  collect  the 
tax  from  taxable  persons  through  the  withholding  agents,  and 
what  method  should  be  adopted  to  avoid  withholding  tax  on 
interest  payments  made  to  non-taxable  persons.  The  system 
of  abatement  and  refund  in  vogue  in  England  was  not  deemed 
practical  for  the  United  States,  and  the  income  tax  law  wisely 
made  present  internal  revenue  laws  relating  to  abatement  and 
refund  applicable  to  the  collection  of  the  income  tax  and 
placed  full  power  in  the  hands  of  the  secretary  of  the  treas- 
ury and  the  commissioner  of  internal  revenue  to  promulgate 
appropriate  regulations. 

A  system  of  certificates  was,  therefore,  established  which 
had  in  view  that  only  the  tax  due  the  government  might  be 
withheld  at  the  source  and  that  amounts  not  due  the  govern- 
ment on  interest  payments  should  not  be  withheld,  thus  avoid- 
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ing  innumerable  formal  claims  for  abatement.  A  simple  cer- 
tificate claiming  exemption  was  authorized,  and  this  took  the 
place  of  what  otherwise  would  have  required  a  formal  claim 
for  abatement  of  taxes  assessed. 

The  system  of  certificates  not  only  accomplished  the  pur- 
pose referred  to  but  also  to  a  greater  extent  relieved  corpora- 
tions which  had  issued  bonds  with  a  tax-free  covenant  from 
paying  the  tax  on  interest  paid  to  persons  not  subject  to 
the  tax. 

The  certificates  first  prescribed  were  practically  emergency 
certificates  and  were  perhaps  somewhat  complicated  by  reason 
of  the  purpose  of  the  department  to  collect  every  dollar  of 
tax  due  and  to  ascertain  as  far  as  possible  the  name  of  every 
taxable  person  and  the  amount  of  his  income. 

As  soon  as  opportunity  offered  these  certificates  were  re- 
vised, simplified  and  consolidated,  and  the  resulting  new  cer- 
tificates have  met  with  a  most  gratifying  reception  by  bank- 
ers and  others  most  concerned  in  their  use. 

Of  course,  the  question  as  to  whether  the  government  should 
impose  duties  upon  citizens  and  corporations  in  connection 
with  the  collection  of  a  federal  tax,  without  reimbursing  such 
citizens  and  corporations  for  the  labor  and  expense  involved 
in  such  collection  is  not  a  matter  for  discussion  in  this  paper, 
the  problem  for  the  department  being  to  administer  the  law 
as  it  finds  it  so  as  to  involve  a  minimum  of  expense  and  trouble 
to  the  taxpayer  and  collecting  agent  without  sacrificing  any 
of  the  revenue. 

The  first  regulation  relative  to  the  deduction  of  the  income 
tax  at  the  source,  prescribing  certificates  and  regulations  for 
their  use,  was  issued  under  date  of  October  25,  1913,  just 
twenty-two  days  after  the  law  was  approved.  This  was  fol- 
lowed by  other  regulations  and  treasury  decisions  in  rapid 
succession  in  the  effort  to  relieve  a  rather  tense  situation. 

"Without  going  into  any  further  detail  as  to  the  conditions 
surrounding  the  work  in  the  office  I  will  just  briefly  refer  to 
some  of  the  troublesome  features  of  the  law  from  an  admin- 
istrative standpoint. 
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Paragraph  C 

Paragraph  C,  or  that  portion  of  it  relating  to  the  specific 
exemption  of  husband  and  wife,  probably  gave  rise  to  more 
difference  of  opinion  than  any  other  paragraph  in  the  law. 

Without  reviewing  the  course  of  legislation  which  resulted 
in  the  paragraph  as  written  in  the  law  it  may  be  stated  that 
the  interpretation  which  was  first  given  by  the  department  in 
Treasury  Decision  dated  October  31,  1913,  was  that  every 
single  person  and  every  married  person  not  living  with  wife 
or  husband  should  have  $3,000  exemption;  that  where  the 
husband  and  wife  live  together  and  only  one  of  them  had  an 
annual  income  liable  for  the  normal  tax  of  one  per  cent,  the 
one  which  had  the  taxable  income  might  claim  the  $4,000  ex- 
emption. This,  in  effect,  provided  that  the  husband  or  wife 
who  had  an  independent  income  of  less  than  $3,000  need  not 
return  such  income.  It  was  also  provided  that  husband  and 
wife  each  having  a  taxable  income  should  together  have  $4,000 
exemption  which  they  should  divide  between  them  as  they 
might  mutually  agree. 

This  regulation  provoked  a  great  deal  of  discussion  and  a 
ruling  was  later  made  that  the  income  of  husband  and  wife 
living  together  should  be  combined  in  reporting  for  the  nor- 
mal tax  and  but  one  exemption  of  $4,000  should  be  allowed, 
but  for  the  additional  tax  each  should  be  taxed  upon  the  basis 
of  his  or  her  separate  income.  This  ruling  caused  about  as 
much  discussion  as  the  first  and  it  is  apparent  that  Congress 
should  legislate  making  clear  the  status  of  husband  and  wife 
as  to  this  specific  exemption. 

Irrigation  and  Reclamation  Assessment  Districts 

In  connection  with  the  withholding  at  the  source  features 
of  the  law  the  question  arose  as  to  whether  the  bonds  issued 
by  an  irrigation  and  reclamation  assessment  district  were 
bonds  issued  by  a  political  subdivision  of  a .  state.  After  a 
full  and  complete  discussion  of  the  matter  it  was  determined 
that  special  assessment  districts  created  under  the  laws  of  the 
several  states  for  public  purposes,  such  as  the  improvement 
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of  streets  and  public  highways,  the  provision  for  sewerage, 
gas,  and  light,  and  the  reclamation,  drainage,  or  irrigation  of 
bodies  of  land,  and  levee  and  school  districts  were  held  to  be 
political  subdivisions  of  a  state  when  lawfully  created  under 
the  authority  of  a  state  to  levy  a  tax  to  meet  the  obligations 
of  such  districts  and  the  income  derived  from  the  interest 
on  the  bonds  of  all  such  public  districts  might  be  excluded  in 
computing  net  income  for  the  income  tax. 

Bonds  Held  by  Non-Resident  Aliens 

Another  question  which  gave  rise  to  a  variety  of  opinions 
was  the  taxability  of  income  derived  from  interest  on  bonds 
and  dividends  paid  by  corporations  when  the  bonds  and 
stocks  were  held  by  non-resident  aliens.  "While  the  decision 
of  the  department  has  been  that  these  sums  are  not  taxable 
in  the  hands  of  a  non-resident  alien,  it  would  appear  that  fur- 
ther legislation  is  desirable  to  completely  clear  up  this  sit- 
ation. 

The  taxation  of  a  non-resident  alien  and  how  to  secure  re- 
turns from  such  persons  has  also  been  a  question  presenting 
difficulties  to  the  department. 

The  law  provides  that  the  tax  shall  be  assessed,  levied,  col- 
lected and  paid  annually  upon  the  entire  net  income  from  all 
property  owned  and  of  every  business,  trade  or  profession 
carried  on  in  the  United  States  by  persons  residing  elsewhere. 
The  withholding  features  of  the  law  have  been  considered  by 
some  to  apply  only  to  sums  paid  to  such  persons  in  excess  of 
$3,000,  except  upon  interest  on  bonds  of  corporations,  etc. 

It  has  also  been  held  that  the  non-resident  alien  is  not  enti- 
tled to  the  specific  exemption  provided  for  citizens,  and  the 
regulations  so  provide. 

Residents  of  Canada  Engaged  in  Occupations  in  tke 
United   States 

Many  residents  of  Windsor,  Canada,  are  engaged  in  their 
daily  occupations  in  Detroit,  Mich.,  and  while  usually  the  in- 
dividual earnings  are  less  than  $3,000  the  regulations  pro- 
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vide  as  stated  that  non-resident  aliens  are  not  entitled  to  the 
specific  exemption  of  $3,000  or  $4,000,  as  the  case  may  be. 
These  individuals  are  taxable  upon  their  gross  earnings  minus 
necessary  expenses  of  doing  business  or  carrying  on  their 
trade  or  profession  in  the  United  States.  The  question  pre- 
sented itself  as  to  how  the  tax  should  be  collected  from  these 
non-resident  aliens. 

A  more  important  taxable  class  of  non-resident  aliens  from 
a  tax  point  of  view  is  probably  represented  by  the  number  of 
professional  people  who  come  from  foreign  countries  each 
year  to  engage  in  their  professions  in  the  United  States  for 
stated  periods  of  less  than  a  year.  Opera  singers,  actors,  and 
all  professional  people  of  that  class  form  a  large  contingent 
of  the  non-resident  aliens  of  the  United  States,  who  each  year 
are  paid  large  sums  of  money  for  their  services,  and  who, 
upon  the  completion  of  their  contracts,  again  return  to  their 
native  country.  It  is  clearly  the  intent  of  the  income  tax  law 
that  these  persons  should  be  taxed.  The  fact  that  they  remain 
in  the  United  States  only  long  enough  to  fill  their  engage- 
ments and  that  they  usually  return  to  their  native  country 
before  the  tax  is  due,  presents  a  problem  of  securing  the  tax 
from  these  persons  which  has  been  given  considerable  at- 
tention. 

The  department  was  fully  informed  as  to  the  attitude  of 
these  people  with  respect  to  this  tax,  and  that  is,  that  as  a  rule 
the  non-resident  professional  referred  to  above  did  not  pro- 
pose to  pay  this  tax  if  it  could  be  avoided. 

With  respect  to  the  residents  of  "Windsor,  Canada,  referred 
to,  the  evidence  is  that  they  are  entirely  willing  to  pay  the 
tax  and  that  their  failure  to  comply  with  the  law  promptly 
was  due  to  a  misunderstanding  of  its  requirements. 

The  difficulty  of  reaching  a  non-resident  alien  of  the  pro- 
fessional class  for  the  purpose  of  collecting  a  tax  on  the  in- 
come derived  by  him  from  following  his  profession  or  trade 
in  the  United  States  after  he  has  returned  to  his  native  coun- 
try was  realized,  and  after  a  full  consideration  of  the  matter 
a  solution  was  found  by  making  the  employer  of  such  non- 
resident alien  his  agent  in  the  United  States  and  requiring 
such  agent  to  make  the  return  and  pay  the  tax. 
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Americans  Living  Abroad 

Another  problem  presented  to  the  department  is  the  collec- 
tion of  the  tax  from  Americans  living  abroad  who  may  not 
voluntarily  make  returns.  There  have  been  numerous  uncon- 
firmed statements  as  to  the  number  of  taxable  Americans  living 
abroad,  and  as  to  the  number  of  taxable  persons  living  in  the 
United  States  not  making  returns.  We  are  constantly  told 
that  tens  of  thousands  of  people  fail  to  make  their  returns. 
Personally  I  do  not  believe  these  statements.  I  believe  we  have 
received  a  large  number  of  the  returns  that  are  due,  that  many 
people  through  mistake  and  misunderstanding  have  failed  to 
make  their  returns,  but  that  a  large  number  of  those  who  have 
failed  to  make  returns  are  in  the  non-taxable  class.  One 
statement  has  been  made  that  there  are  30,000  taxable  Ameri- 
cans living  in  Paris  alone.  If  these  statements  as  to  the 
number  of  taxable  persons  living  abroad  are  founded  on  any- 
thing like  facts,  it  is  evident  from  the  returns  made  that  a 
large  number  have  neglected  to  make  the  required  return  of 
annual  net  income. 

It  is  also  quite  probable  that  there  are  some  Americans  liv- 
ing abroad  who  are  not  subject  to  the  income  tax  law. 

These  persons  are  of  two  classes.  First,  native-born  Amer- 
icans, who  have  lived  abroad  so  long  that  the  presumption 
of  expatriation  has  arisen.  Second,  naturalized  American 
citizens,  who  by  protracted  residence  abroad  have  brought 
upon  themselves  the  presumption  of  expatriation  under  the 
provision  of  the  second  paragraph  of  section  2  of  the  Act  of 
March  2,  1907, 

As  to  these,  the  question  arose  as  to  whether  such  citizens, 
having  failed  to  overcome  such  presumption  under  the  estab- 
lished rules  of  the  state  department,  are  required  to  pay  an 
income  tax,  and  whether  a  naturalized  citizen  abroad  can 
overcome  the  presumption  of  expatriation  by  the  payment  of 
an  income  tax. 

The  state  department  held,  under  date  of  March  18,  1914, 
that  the  payment  of  an  income  tax  in  itself  was  not  sufficient 
to  overcome  the  presumption  of  expatriation  nor  could  such 
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payment  take  the  place  of  the  established  rules  for  removing 
such  presumption.  The  ruling  goes  on  with  language  which 
is  now  significant  in  the  light  of  later  events.  The  language 
is  ''Hlowever,  if  a  person  against  whom  the  presumption  of 
expatriation  has  arisen  presents,  in  connection  with  an  appli- 
cation for  a  passport  or  for  registration  in  a  consulate  or  for 
actual  protection,  evidence  that  he  has  paid  the  income  tax, 
this  fact  will  receive  due  consideration  in  connection  with 
other  evidence  submitted  to  overcome  the  presumption  of  ex- 
patriation under  the  established  rules,  and  particularly  with 
regard  to  the  question  of  the  intent  to  return  to  this  country 
to  reside.  The  payment  of  the  income  tax  will  also  be  duly 
considered  in  deciding  the  question  of  the  right  to  the  con- 
tinued protection  of  this  government  in  the  cases  of  native 
American  citizens  who  have  resided  abroad  for  a  period  so 
long  that  the  natural  presumption  may  be  held  to  have  arisen 
that  they  have  abandoned  this  country." 

The  widespread  European  war  now  being  carried  on  will  no 
doubt  furnish  a  solution  of  a  problem  which  might  otherwise 
have  taken  years  to  completely  solve — that  is,  how  to  get  the 
names  and  fix  the  status  of  taxable  Americans  living  abroad. 

From  the  cable  reports  it  is  apparent  that  thousands  of 
these  Americans  living  abroad  have  applied  to  the  American 
legations  and  consuls  for  passports.  The  number  has  been 
so  great  that  the  printed  forms  on  hand  were  soon  exhausted. 
As  passports  are  granted  only  to  properly  qualified  citizens 
and  as  all  passports  granted  are  made  a  matter  of  record, 
these  records  will  be  available  in  due  time  to  the  treasury 
department,  and  the  taxable  status  of  Americans  living  abroad 
and  the  means  of  reaching  those  Americans  will  not  be  hard 
of  solution.  In  fact,  the  benefits  derived  from  the  protection 
of  one 's  country  is  made  so  apparent  by  prevailing  conditions 
abroad  that  in  all  likelihood  this  tax  will  be  gladly  paid  by 
Americans  living  abroad  as  they  will  have  had  an  opportunity 
to  realize  what  the  Stars  and  Stripes  may  mean  to  the  Ameri- 
can citizen  in  an  alien  country. 

So  far  comment  has  been  made  only  upon  the  difficulties 
arising  with  respect  to  the  administration  of  the  law  as  it 


PROBLEMS  OF  FEDERAL  INCOME  TAX        289 

relates  to  individuals.  The  difficulties  arising  with  respect 
to  corporations  generally  are  not  of  the  same  character  in  this 
law  as  they  are  with  respect  to  persons,  but  there  are  several 
matters  which  may  properly  be  made  the  subject  of  comment 
here. 

Paragraph  G  of  the  income  tax  law  provides  that  certain 
corporations  shall  be  exempt  from  taxation,  and  the  language 
of  the  law  is  specific  as  to  which  classes  of  corporations  are 
exempt,  thereby  excluding  all  corporations  from  exemption 
unless  included  within  the  classes  made  exempt  by  the  specific 
language  of  the  law. 

The  special  excise  tax  on  corporations  was  laid  with  respect 
to  doing  business  for  profit.  Thousands  of  mutual  companies 
of  various  kinds  are  not  operated  for  profit  nor  do  they  under 
ordinary  conditions  have  any  net  income,  and  yet,  under  the 
language  of  the  law,  they  cannot  be  excused  from  making  a 
return.  Mutual  insurance  companies  of  all  kinds,  farmers' 
associations,  co-operative  telephone  companies,  etc.,  are  all  re- 
quired to  make  returns  under  the  income  tax  law  because  they 
are  not  included  in  the  exempted  classes.  The  principal  diffi- 
culty in  this  matter  is  to  have  these  companies  understand 
why  there  is  necessity  for  making  returns  when  they  have  no 
income  subject  to  tax.  It  is  believed  that  this  should  have 
and  will  have  congressional  attention. 

]\Iany  of  the  difficulties  which  confront  the  department  in 
the  administration  of  the  income  tax  law  are  problems  of 
accounting  rather  than  legal  difficulties. 

Losses  and  Depreciation 

There  has  been  an  apparent  confusion  as  to  the  difference 
between  losses  and  depreciation.  The  law  provides,  with  re- 
spect to  persons,  that  losses  actually  sustained  during  the  year 
which  were  incurred  in  trade  or  arose  from  fires,  storms,  or 
shipwreck,  and  not  compensated  by  insurance  or  otherwise 
are  deductible.  The  provision  as  to  corporations  is  "all  losses 
actually  sustained  within  the  year  and  not  compensated  by 
insurance  or  otherwise,  including  a  reasonable  allowance  for 

19 
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depreciation  by  use,  wear  and  tear  of  property,  if  any." 
Apparently  because  of  the  provision  of  an  allowance  in  para- 
grah  G-  for  depreciation  under  the  heading  of  "losses"  the 
proper  distinction  between  losses  and  depreciation  has  not 
always  been  made. 

In  the  deductions  in  personal  returns  an  allowance  is  also 
provided  for  the  exhaustion,  wear  and  tear  of  property  aris- 
ing out  of  its  use  or  employment  in  the  business,  not  to  exceed 
in  the  case  of  mines  five  per  centum  of  the  gross  value  at  the 
mine  of  the  output  for  the  year  for  which  the  computation  is 
made,  etc. 

Here  also  is  an  apparent  confusion  of  the  form  of  loss 
caused  by  depreciation  with  the  shrinkage  in  value  caused 
by  the  sale  of  capital  assets.  The  law  is  much  clearer  in  the 
provisions  for  deductions  from  gross  income  by  mining  cor- 
porations in  that  it  states  that  this  maximum  of  5%  deduc- 
tion of  gross  value  at  the  mine  of  the  output  for  the  year  for 
which  the  computation  is  made  shall  be  the  allowance  made 
for  depletion  of  ores  and  all  other  natural  deposits,  and  the 
presumption  is  that  this  is  what  was  really  intended  in  the 
sixth  deduction  under  paragraph  B. 

As  to  losses  and  depreciation,  it  is  believed  that  the  misuse 
of  the  term  "depreciation"  when  referring  to  shrinkages  in 
values  has,  so  far  as  the  income  tax  law  is  concerned,  led  many 
persons  and  corporations  to  deduct  an  estimated  amount  of 
losses  in  value  of  securities  held  by  them,  although  no  actual 
loss  has  been  sustained,  the  securities  still  being  owned  by 
them. 

Attention  was  called  to  this  situation  in  Treasury  Decision 
No.  2005,  dated  July  8,  1914,  in  which  an  attempt  was  made 
to  clearly  define  the  difference  between  "losses"  and  "de- 
preciation," and  to  show  that  the  loss  provided  for  by  law 
has  in  it  no  element  of  depreciation  or  allowance  for  wear  and 
tear,  or  shrinkage  in  values  of  securities.  It  is  stated  that  the 
depreciation  provided  to  be  taken  as  a  deduction  in  the  return 
of  income  is  in  the  value  assigned  to  the  deterioration  of 
physical  improvements  for  assets  such  as  are  susceptible  of 
having  their  value  lessened  through  wear  and  tear,  use  or 
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obsolescence,  as  determined  by  experience  in  the  industry 
concerned,  and  does  not  refer  to  any  shrinkage  in  the  values  of 
bonds,  stocks  and  like  securities  due  to  fluctuations  in  their 
market  values.  The  shrinkage  in  value  of  such  securities  when 
demonstrated  by  their  sale  constitutes  a  loss  and  not  the 
depreciation  provided  for  in  the  law. 

It  is  also  provided  that  only  those  losses  are  deductible 
which  are  sustained  during  the  year  in  trade,  and  such  losses 
to  be  deductible  must  be  an  absolute  loss,  not  a  speculative 
loss,  or  a  fluctuating  valuation  of  continuing  investments ;  the 
loss  must  be  actually  sustained  and  ascertained  during  the 
year  for  which  the  deduction  is  sought  to  be  made;  it  must 
be  incurred  in  trade,  and  be  determined  and  ascertained  upon 
an  actual,  a  completed,  a  closed  transaction. 

The  loss  is  defined  as  one  sustained  in  trade,  and  this  gives 
rise  to  the  question  as  to  what  constitutes  trade  or  business. 
It  is  clear  that  a  loss  which  is  sustained  through  an  accommo- 
dation endorsement  is  not  a  loss  sustained  in  trade  and  such 
a  loss  would  be  a  loss  of  capital  and  could  in  no  way  be  con- 
nected with  a  loss  sustained  in  business. 

There  has  been  some  doubt  as  to  whether  a  single  trans- 
action constitutes  doing  business.  The  courts  have  held  that  a 
single  transaction  of  a  corporation  does  constitute  doing  busi- 
ness if  there  was  an  intent  to  engage  in  other  similar  transac- 
tions. Dayton  &  "Western  Traction  Co.  v.  Andrew  C.  Gilligan, 
U.  S.  District  Court  for  Southern  District  of  Ohio,  Western 
Division.    T.  D.  No.  2000. 

The  allowance  for  depreciation  gives  rise  to  no  difficulties 
beyond  the  ascertainment  of  a  proper  rate  of  depreciation  and 
requiring  that  a  proper  accounting  for  the  depreciation 
claimed  should  be  kept.  A  proper  accounting  is  required  prin- 
cipally to  guard  against  excessive  claims  for  depreciation,  be- 
cause when  the  return  of  the  capital  investment  has  been 
provided  for  by  depreciation  credits  and  the  property  values 
f.gainst  which  depreciation  has  been  claimed  have  not  been  fully 
exhausted,  it  is  sho-uTi  that  the  rate  of  depreciation  claimed 
has  been  too  high.  The  rate  of  depreciation  having  been  fixed 
in  the  light  of  past  experience,  or  from  the  best  estimates 
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possible  in  the  particular  industry  concerned,  is  properly  al- 
lowable at  the  rate  claimed  and  at  the  time  when  claimed, 
but  when  the  property  values  have  been  fully  provided  for 
through  depreciation  credits  but  the  property  value  has  not 
been  completely  exhausted,  no  further  depreciation  should  be 
claimed  with  respect  to  that  property.  In  the  absence  of  any 
proper  accounting  of  these  depreciation  credits  excessive 
claims  whether  intentional  or  otherwise  could  easily  be  made. 

The  provision  of  the  law  "that  in  the  case  of  mines  a  reason- 
able allowance  for  depletion  of  ores  and  all  other  natural  de- 
posits not  to  exceed  five  per  centum  of  the  gross  value  at  the 
mine  of  the  output  for  the  year  for  which  computation  is 
made, ' '  is  not  clear. 

Mining  corporations  are  engaged  in  the  sale  of  their  capital 
assets,  as  the  removal  of  the  various  natural  deposits  from  the 
earth  and  their  sale  is  necessarily  the  sale  of  capital  assets. 
In  any  case  where  a  property  of  this  kind  has  been  or  shall 
be  acquired  within  the  period  covered  by  the  income  tax  law 
the  method  of  return  of  the  capital  investment  would  not  pre- 
sent any  great  difficulties,  but  the  facts  are  that  there  are  in 
existence  today  many  corporations  engaged  in  removing  de- 
posits of  coal,  iron,  sulphur,  oil,  gas,  and  precious  metals,  etc., 
which  have  0"\vned  their  properties  for  many  years  and  by 
reason  of  the  development  of  such  properties  and  the  blocking 
out  of  reserves  the  present  valuation  of  such  properties  is 
claimed  to  be  far  in  excess  of  the  cost  at  which  they  were 
acquired.  The  law  clearly  intends  that  the  capital  investment 
only  was  to  be  returned  in  accordance  with  the  rate  of  removal 
of  deposits,  the  language  of  the  law  being  "not  to  exceed  five 
per  centum  of  the  gross  value  at  the  mine  of  the  output  for 
the  year  for  which  the  computation  is  made,"  and  no  flat  rate 
of  5  per  centum  is  allowed  for  such  enterprises  on  which  an 
argument  could  be  based  that  the  allowance  of  5%  might  be 
claimed  annually  until  the  deposits  were  entirely  exhausted. 
The  words  "not  to  exceed"  indicate  that  the  amount  allowed 
should  be  the  rate  per  cent  which  would  return  to  the  owner 
of  the  mine  the  amount  of  capital  invested  during  the  years 
of  operation  and  that  the  completion  of  the  return  of  the 
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capital  investment  should  be  coincident  with  the  exhaustion  of 
the  deposits,  due  allowance  being  made  for  salvage,  etc. 

Such  being  the  case,  the  question  of  an  unearned  increment 
becomes  very  pertinent.  Whether  the  return  of  capital  pro- 
vided by  Congress  should  be  the  cost  of  the  deposits  to  the 
corporation  removing  the  same,  or  whether  such  return  should 
be  based  upon  a  just  and  fair  valuation  on  the  date  on  which 
the  income  tax  law  took  effect,  or  with  respect  to  corporations, 
on  the  date  on  which  the  former  special  excise  tax  on  cor- 
porations took  effect,  affords  opportunity  for  a  variety  of 
opinions.  Many  arguments  are  advanced  to  substantiate  the 
claim  of  an  unearned  increment,  wliich  had  in  effect  become 
capital  when  the  taxing  laws  became  effective.  Coal  mines 
purchased  many  years  ago  show  an  increase  in  the  commercial 
value  of  the  ton  unit  aside  from  any  question  of  intrinsic 
value.  In  the  coal  beds  the  amount  and  quality  of  the  deposits 
have  been  determined  with  such  accuracy  as  to  permit  a  proper 
valuation. 

With  respect  to  precious  metals,  this  is  not  uniformly  true, 
and  the  courts  have  held,  with  respect  to  certain  claims  that 
miners  of  precious  metals  are  only  engaged  in  removing  the 
values  which  they  own  from  one  place  of  deposit  to  another, 
that  such  claims  were  not  properly  founded  and  that  an  al- 
lowance for  depletion  to  the  full  extent  of  the  values  of  the 
ores  removed  was  not  proper.  The  question  will  not  be  pre- 
sented as  to  whether  an  unearned  increment  is  allowable  in 
the  case  of  precious  metals  as  the  courts  have  partially  deter- 
mined that  question.  See  Collector  Howbert  vs.  Stratton  In- 
dependence (Limited). 

It  will  be  clearly  seen  that  the  commercial  values  of  precious 
metals  have  little  fluctuation,  while  the  commercial  values  of 
coal  deposits  are  subject  to  changing  conditions,  as  are  the 
values  of  other  natural  deposits.  It  may  be  claimed  that  an 
unearned  increment  in  these  cases  is  an  anticipation  of  future 
earnings  but  this  subject  is  too  long  and  intricate  to  attempt 
its  discussion  here.  As  a  converse  proposition,  however,  it 
may  be  stated  that  any  attempt  to  tax  estimated  values  at  the 
time  the  estimates  are  made  would  meet  with  opposition. 
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With  respect  to  certain  other  natural  deposits  an  unearned 
increment  would  appear  to  be  clearly  out  of  place,  because 
the  nature  of  the  deposits  is  such  that  their  extent  cannot  be 
determined  and  any  unearned  increment  claimed  in  such  cases 
would  appear  to  be  a  speculative  anticipation  that  certain 
deposits  may  be  secured  in  certain  quantities.  In  such  cases 
the  cost  and  cost  alone  would  appear  to  be  the  proper  basis  on 
which  to  determine  the  rate  per  cent  allowable  for  return  of 
capital  investment. 

The  uncertainty  of  securing  certain  kinds  of  deposits  may 
be  illustrated  by  the  various  oil  and  gas  wells  which  have 
poured  forth  prodigious  quantities  of  oil  or  gas  for  short 
periods,  only  to  have  the  production  cease  abruptly.  Certain 
sulphur  mines  presumably  are  being  profitably  operated  and 
yet  there  can  be  no  assumption  that  these  mines  will  continue 
to  be  productive.  A  patented  method  is  used  of  boring  into  the 
deposits  and  introducing  hot  water  to  melt  the  sulphur,  the 
water  and  sulphur  being  then  pumped  back  to  the  surface.  Suf- 
ficient boring  may  develop  the  presence  of  the  sulphur  but  any 
fault  in  the  underlying  rock,  any  crevice  by  which  the  water 
could  seep  away  after  introduction  in  the  sulphur  bed  would 
make  the  efforts  of  the  operators  entirely  without  avail  as  the 
sulphur  would  only  be  melted  and  then  carried  deeper  in  the 
earth  beyond  the  reach  of  the  operators.  Finally,  it  may  be 
claimed  that  an  unearned  increment  in  these  cases  is  simply 
an  estimate  of  anticipated  earnings  and  may  thus  fix  the  com- 
mercial value  of  the  property  without  affecting  the  yearly  in- 
come from  its  operation. 

With  respect  to  the  unearned  increment  in  ascertaining 
profits  growing  out  of  sales  of  real  estate,  the  difficulty  yields 
to  a  reasonable  solution.  In  Treasury  Decision  No.  2005,  re- 
ferred to  above,  the  proper  increase  in  the  value  of  a  piece  of 
property  held  over  a  number  of  years  is  recognized  as  is  the 
fact  that  any  losses  sustained  through  the  sale  of  real  estate 
in  any  one  year  might  not  be  the  loss  in  value  sustained  during 
the  year  in  which  the  property  was  sold.  Therefore,  in  the 
ascertainment  of  the  amount  of  income  derived  or  loss  sus- 
tained in  the  sale  of  a  property  which  has  been  held  over  a 
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period  of  years,  an  equitable  solution  has  been  found  in  pro- 
rating either  the  profit  or  the  loss.  Without  attempting  to 
show  that  the  total  increase  in  the  value  of  the  property 
occurred  during  the  taxable  period,  and  without  admitting 
voluminous  and  contradictory  evidence  as  to  the  increase  in 
the  values  having  occurred  prior  to  the  incidence  of  the  tax, 
the  simple  device  of  prorating  the  profit  or  loss  in  accordance 
with  the  number  of  years  the  property  had  been  in  possession 
of  the  selling  party  has  been  adopted.  The  amount  of  profit 
or  loss  to  be  accounted  for  in  the  return  of  annual  net  income 
for  the  year  in  which  the  property  was  sold  shall  be  prorated 
in  the  proportion  which  the  number  of  taxable  years  bears  to 
the  total  number  of  years  the  property  was  held. 

Objections  to  this  ruling  may  be  taken  on  the  grounds  that 
the  law  says  that  the  tax  shall  be  based  upon  the  profits  arising 
within  the  year.  This  may  be  met  in  a  practical  way  by  the 
statement  that  each  year's  profits  or  income  is  taxable  for  that 
year  and  that  a  property  held  over  a  period  of  ten  years,  five 
of  which  are  taxable,  would  have  one-tenth  of  the  profits 
applicable  to  each  year,  and  that  return  being  made  only  for 
the  last  of  the  taxable  years,  returns  for  the  other  four  years 
having  been  made  before  the  profits  were  realized,  it  is  in- 
cumbent upon  the  taxable  person  or  corporation  when  such 
profits  or  gains  are  realized  to  make  amended  returns  for  the 
other  four  years  or  to  include  the  total  amount  covered  by  the 
taxable  period  in  the  return  for  the  year  then  being  made. 

You  will  recognize  another  difficulty  immediately  arising 
when,  as  to  corporations,  this  rule  would  be  equitable  and 
just  in  all  particulars,  but  as  to  individuals  who  are  subject 
to  additional  tax  when  the  income  reaches  certain  stated 
amounts,  accounting  for  more  than  one  year's  income  in  their 
returns  for  any  single  year  might  make  a  very  material  differ- 
ence. Congress  realized  this  because  the  question  was  dis- 
cussed as  to  what  portion  of  the  income  derived  from  the  sale 
of  property  should  be  accounted  for  within  the  year  for  which 
return  was  made.  Various  solutions  were  offered,  none  of 
them  entirely  satisfactory  however.  I  have  this  to  offer.  If 
an  individual  or  a  corporation  shall  be  permitted  to  invoke 
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the  principle  of  an  unearned  increment,  the  principle  of  pro- 
rating must  be  admitted.  If,  however,  the  simple  principle 
that  income  is  that  which  comes  in  shall  govern  and  that  all 
profits  shall  be  accounted  for  during  the  year  when  such  profits 
are  realized,  then  the  principle  of  an  unearned  increment  and 
of  prorating  may  be  dispensed  with  and  the  courts  would  no 
doubt  be  called  upon  to  determine  the  difference  between 
realized  income  and  a  distribution  of  capital  and  a  change  of 
assets.  It  is  believed  that  these  questions  are  not  new  and  in 
all  probability  the  conflicting  interests  of  the  various  tax- 
payers will  be  such  that  no  matter  what  rules  the  Treasury 
Department  may  adopt  the  courts  will  likely  fix  the  line  of 
demarcation  in  due  time. 

"Without  going  into  the  numerous  details  of  our  varied  busi- 
ness enterprises;  the  difficulties  attendant  upon  fixing  proper 
rates  of  depreciation  upon  similar  properties  under  varying 
conditions,  dependent  upon  location,  climate,  use,  etc.,  I  will 
close  by  taking  this  opportunity  to  express  obligations  to  all 
those  who  have  rendered  valued  assistance  in  solving  one  of 
the  problems  arising  in  connection  with  the  administration  of 
the  income  tax,  and  that  is  the  education  of  the  taxpayer. 

To  the  press,  which  was  of  the  greatest  value  in  dissemin- 
ating each  decision  as  issued  and  in  printing  discussions  of  the 
various  problems  presented  and  in  conveying  information  ap- 
plicable to  local  conditions ;  to  the  financial  institutions,  which 
made  extraordinary  efforts  to  supply  their  clients  with  infor- 
mation relative  to  this  new  law ;  to  the  officers  of  incorporated 
business  enterprises,  attorneys  and  accountants,  who  at  all 
times  rendered  such  assistance  as  was  possible  to  establish  a 
working  basis  for  the  collection  at  the  source  features  of  the 
law;  to  those  who  diligently  and  intelligently  published  the 
rulings  of  the  Department  relative  to  this  tax,  whether  gratu- 
itously or  in  connection  with  their  established  business,  we 
express  our  appreciation  and  the  hope  that  they  will  show  con- 
tinued interest. 

The  department  has  appreciated  most  fully  the  many  help- 
ful suggestions  received  from  men  learned  in  their  particular 
branches  of  trade  or  commerce,  or  in  the  science  of  taxation, 
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and  the  commissioner  of  internal  revenue  has  sent  his  repre- 
sentative here  this  week  because  he  feels  that  the  spirit  and 
atmosphere  of  this  convention  will  be  that  of  helpfulness  to 
the  administration  of  the  income  tax. 

Gentlemen,  I  bring  his  greetings  and  the  greetings  of  Hon. 
Cordell  Hull  to  the  officers  and  members  of  this  convention, 
with  the  sentiment  that  the  members  of  this  body  may  con- 
tinue to  be  of  valuable  assistance  in  establishing  a  sound  basis 
for  the  administration  of  this  fairest  and  most  equitable  of 
all  taxes. 


SIMPLIFICATION  OF  THE  FEDERAL  INCOME  TAX 

A,  C.  Rearick,  New  York  City 

Bead  by  Edward  W.  Beattie,  Jr.,  Tax  Attorney  of  the  New  York 
Telephone  Company 

It  will  hardly  be  denied  that  the  federal  income  tax  needs 
simplification.  Its  complexity  is  its  distinguishing  char- 
acteristic. To  begin  with  the  language  in  which  the 
Act  is  couched  is  involved  and  its  rhetoric  bewildering. 
It  contains  sentences  hundreds  of  words  in  length,  in 
which  clauses  are  added  to  clauses  and  provisos  heaped  upon 
provisos.  Its  terminology  is  confusing.  Identical  passages 
are  variously  referred  to  as  paragraphs,  sub-sections  and  sec- 
tions. Its  continuity  is  broken  into  by  long  excursions  upon 
the  subject  of  mutual  fire  and  marine  insurance  companies, 
which  at  one  point  are  inserted  in  duplicate,  apparently  for 
good  measure. 

This  complexity  in  matters  of  form  is  aggravated  by  am- 
biguity and  contradiction  in  matters  of  substance.  It  is  pro- 
vided that  persons  liable  for  the  normal  tax  only  shall  not  be 
required  to  make  return  of  income  derived  from  dividends 
upon  the  capital  stock  of  taxable  corporations.  On  the  other 
hand,  provision  is  made  for  the  deduction  in  the  taxpayer's 
return  of  the  amount  of  any  dividends  so  received.  The  law 
also  permits  a  taxpayer,  in  computing  his  net  income,  to  de- 
duct income  on  which  the  tax  has  been  withheld  at  the  source. 
To  this  permission,  however,  is  appended  a  proviso  the  mean- 
ing of  which  has  been  the  subject  of  numerous  surmises,  but 
as  to  whose  true  purport,  the  writer  has  failed  to  find  any  one 
who  would  hazard  a  confident  assertion.  This  proviso  reads 
as  follows: 

"provided  that  whenever  the  tax  upon  the  income  of  a 
person  is  required  to  be  withheld  and  paid  at  the  source  as 
hereinafter  required,  if  such  annual  income  does  not  exceed 
the  sum  of  $3,000  or  is  not  fixed  or  certain,  or  is  indefinite, 
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or  irregular  as  to  amoimt  or  time  of  accrual,  the  same  shall 
not  be  deducted  in  the  personal  return  of  such  person. ' ' 

The  provision  in  paragraph  C  for  the  exemption  allowed 
to  husband  and  wife  has  been  variously  interpreted  as  allow- 
ing an  exemption  of  $4,000  for  both ;  an  exemption  of  $7,000 
for  both,  and  an  exemption  of  $3,000  to  each.  Doubt  has 
arisen  under  the  Act  as  to  the  manner  in  which  a  taxpayer 
may  claim  the  benefit  of  his  exemption  under  paragraph  C 
and  his  deductions  under  paragraph  B,  where  a  part  of  his 
income  is  withheld  at  the  source.  Paragraph  E  indicates  that 
he  can  secure  the  benefit  only  in  one  of  two  ways,  either  by 
filing  notice  with  the  source  of  income,  or  by  making  applica- 
tion to  the  collector,  in  which  latter  case  apparently  he  must 
make  such  application  not  less  than  thirty  days  prior  to  the 
date  in  which  his  return  is  due.  Yet  paragraphs  B  and  C  seem 
to  permit  these  claims  to  be  made  in  the  personal  return  when 
rendered,  and  the  forms  of  return  prescribed  by  the  treasury 
department  so  provide.  The  provision  in  paragraph  G  for 
the  deduction  from  gross  income  of  interest  accrued  and  paid 
by  corporations  has  given  rise  to  various  interpretations.  I 
hazard  the  assertion  that  the  official  interpretation  of  the  pro- 
vision, as  announced  by  the  treasury  department,  had  not,  up 
to  the  time  of  the  announcement,  been  the  generally  accepted 
one. 

In  addition  to  the  above  affirmative  sources  of  confusion  the 
law  has  defects  of  omission  which  lead  to  perplexity.  It  leaves 
a  great  deal  to  the  imagination.  The  definition  of  income  is 
in  the  most  general  terms.  Except  in  the  case  of  gifts  and 
bequests  and  proceeds  of  life  insurance  policies  it  does  not 
clearly  indicate  to  what  extent  the  distinction  between  accre- 
tions to  capital  and  income  is  to  be  observed.  It  is  silent  as 
to  the  time  when  income  arising  out  of  transactions  spread  over 
a  series  of  years  is  to  be  deemed  to  have  accrued.  It  fails  to 
disclose  definitely  whether  the  specific  exemption  allowed  by 
paragraph  C  is  available  to  non-resident  aliens  or  is  to  be 
allowed  in  computing  the  additional  tax.  It  makes  no  pro- 
vision for  a  change  of  status  of  a  taxable  individual  by  reason 
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of  marriage,  divorce  or  separation  during  the  year.  It  leaves 
entirely  undefined  the  important  questions  of  what  constitutes 
"property  owned"  and  "business,  trade  or  profession  carried 
on"  in  the  United  States  by  a  non-resident  alien  or  a  foreign 
corporation.  All  this  class  of  questions  were  left  for  the  treas- 
ury department  to  grapple  with.  In  order  to  make  the  system 
workable  the  department  was  practically  forced  to  supplement 
the  law  by  administrative  legislation.  Considering  the  fact 
that  an  entirely  new  system  of  taxation  had  practically  to  be 
put  in  operation  within  less  than  thirty  days  after  the  pass- 
age of  the  Act,  and  that  the  questions  above  referred  to  and 
numerous  others  had  to  be  decided  by  the  treasury  department 
in  the  light  of  special  cases  and  under  pressure  from  particular 
interests  for  an  immediate  and  favorable  ruling,  the  depart- 
ment is  to  be  congratulated  upon  working  out  a  system  which 
has  operated  at  all,  even  though  complicated  and  unsatis- 
factory in  the  extreme. 

It  is  not  the  purpose  of  this  paper  to  discuss  amendments 
to  the  law  to  meet  complexities  and  contradictions  of  the  char- 
acter heretofore  referred  to.  It  is  enough  to  say  that  if  no 
other  embarrassments  than  those  mentioned  had  arisen,  and 
even  if  the  general  plan  and  purpose  of  the  law  as  it  is  now 
administered  are  to  be  retained,  nevertheless,  in  view  of  the 
vast  number  of  persons  and  the  great  amounts  of  money  in- 
volved, it  would  be  well  worth  while,  if  not  indeed  a  positive 
duty,  to  completely  revise  the  law  in  order  to  perfect  the 
matters  of  form  and  construction  and  supply  the  omissions 
to  which  reference  has  been  made. 

But  there  are  complications,  embarrassing  in  the  last  de- 
gree and  productive  of  injustice,  which  are  inherent  in  the 
essential  scheme  of  the  present  act.  These  arise  from  the 
plan  of  collection-at-the-source  as  applied  to  the  commercial 
and  financial  usage  in  this  country  at  the  time  of  the  law's 
adoption.  Others  than  the  present  writer  can  better  discuss 
from  the  standpoint  of  principle  and  in  the  light  of  the  ex- 
perience of  other  income  tax  systems  the  abstract  merits  of  the 
plan  of  "collection-at-the-source"  as  compared  with  the 
"lump-sum-system"  and  others.    I  wish  to  point  out  as  clearly 
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as  I  may  some  practical  complications  observed  in  the  course 
of  an  intimate  and  often  trying  experience  in  considering  and 
advising  upon  the  perplexing  problems  which  have  confronted 
various  interests  who  have  been  faithfully  endeavoring  to 
comply  with  the  provisions  of  the  present  law. 

The  advocates  of  the  plan  of  collection-at-the-source  point 
out  the  success  of  the  English  system  which  first  applied  it 
practically.  It  must  be  remembered,  however,  that  the  system 
in  England  was  adopted  eighty  years  ago  and  has  consequently 
been  built  into,  and  has  grown  up  in  connection  with  a  com- 
mercial and  financial  system  which  has  had  its  principal  de- 
velopment within  that  period  of  time.  In  this  country,  prior 
to  the  enactment  of  the  law,  methods  had  been  adopted  and 
were  in  current  use,  which  might  never  have  been  adopted  had 
an  income  tax,  collected  at  the  source,  been  in  force  during  the 
same  period  that  it  has  in  England.  Income  items,  which  un- 
der this  law  became  subject  to  collection-at-the-source,  were 
customarily  transmitted  from  one  end  of  the  country  to  the 
other,  passing  meantime  through  numerous  hands.  Corpora- 
tions, particularly,  had  issued  billions  of  dollars  of  obligations, 
held  both  here  and  abroad,  interest  upon  which  was  repre- 
sented by  coupons  payable  to  bearer  and  transmitted  from 
hand  to  hand  almost  as  freely  as  currency  and  at  their  face 
value.  These  obligations  were  and  are  very  generally  held  by 
other  corporations  and  by  partnerships,  as  well  as  by  indi- 
viduals. Neither  the  debtor  nor  the  intermediate  means  of 
collection  of  such  items  had  ordinarily  any  knowledge  of  the 
taxable  status  or  even  the  identity  of  the  recipient  of  income 
upon  such  obligations.  The  law  provides  that  the  amount  of 
the  normal  tax  shall  be  deducted  and  withheld  from  income 
derived  from  interest  upon  bonds  and  similar  obligations  of 
corporations  irrespective  of  the  amounts  paid.  This  provision 
for  deduction  applies,  however,  only  when  such  payments  are 
made  to  individuals,  and  not  then  in  cases  where  either  the 
specific  exemption  allowed  by  paragraph  C  is  claimed,  or  the 
recipient  is  neither  a  citizen  nor  resident  of  the  United  States. 
The  provision  was  obviously  put  in  to  reach  the  holders  of 
corporate  interest  coupons  payable  to  bearer  who  might  readily 


302  NATIONAL  TAX  ASSOCIATION 

conceal  their  identity  by  subdividing  their  holdings.  It 
ignored  the  fact,  however,  that  unless  some  means  was  adopted 
for  disclosing  the  identity  of  the  recipient  the  amount  of  the 
tax  would  be  withheld  in  numerous  cases  where  in  fact  no  tax 
was  due. 

The  complications  arising  from  the  operation  of  the  coUec- 
tion-at-the-souree  provisions  were  further  increased  by  the  fact 
that  at  the  time  when  the  deduction  must  take  place  it  was 
often  impossible  even  for  the  individual  citizen  or  resident 
himself  to  determine  his  liability  to  taxation.  At  the  time 
he  presented  his  coupon  for  collection  he  might  not  know 
whether  by  the  end  of  the  tax  year  his  gross  income  would 
be  sufficient  to  subject  him  to  any  tax  or  to  any  liability  to 
return,  or  whether,  assuming  his  gross  income  to  be  sufficient, 
it  might  not  be  reduced  by  allowable  deductions  and  by  the 
specific  exemption  to  an  amount  which  would  render  him  not 
liable  to  tax.  Therefore  he  must  perforce  permit  a  consider- 
able amount  of  his  income  to  be  held  up  without  interest  for 
a  period  of  from  six  to  fourteen  months  pending  the  time  when 
he  can  determine  his  liability  or  non-liability  to  tax. 

Again  large  amounts  of  income  accrue  to  fiduciaries,  trus- 
tees, executors,  guardians  and  the  like.  In  many  cases  the 
beneficiaries  of  such  trusts  receive  the  income  only  at  stated 
periods  and  the  basis  of  distribution  cannot  be  ascertained  at 
the  time  the  income  is  received  by  the  fiduciaries.  Further- 
more certain  beneficiaries  of  a  single  trust  may  be  taxable  and 
others  may  not  be.  Yet  the  income  accrues  in  a  lump  and  can- 
not at  the  time  be  prorated  between  the  beneficiaries.  The 
fiduciary  dares  not,  in  view  of  the  penalties  imposed  by  the 
act,  claim  exemption  or  deduction  until  the  facts  have  been 
defintely  ascertained  and  thus  a  considerable  portion  of  the 
income  of  the  trust  fund  is  subject  to  be  withheld,  although 
at  the  time  it  is  practically  certain  that  a  portion  at  least  of 
it  does  not  represent  a  tax  imposed  by  the  act. 

These  difficulties  arose  in  part  from  the  fact  that  the  fund 
that  is  required  to  be  withheld  is  in  reality  not  a  tax  at  all ; 
it  is  a  mere  security  to  the  government  for  a  tax  which  must 
later  be  assessed  and  notice  of  assessment  duly  given.    In  the 
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meantime,  the  status  of  the  fund  withheld  is  anomalous;  it 
does  not  belong  either  to  the  taxpayer,  the  withholding  agent 
or  the  government.  It  cannot  be  paid  over  to  the  government 
until  the  return  has  been  duly  made  and  assessment  made 
thereon,  both  because  of  the  terms  of  the  act  and,  apart  from 
those  terms,  because  of  the  likelihood  that  the  taxpayer  may 
file  claims  for  exemption  and  deductions  which  will  entitle 
him  to  refund  of  all  or  a  part  of  the  amount  withheld.  If  the 
withholding  agent  becomes  insolvent  or  absconds,  the  apparent 
intention  of  the  law  is  that  the  government  may  still  collect 
from  the  taxpayer  who  thus  suffers  double  forfeiture  without 
redress.  Indeed  the  amount  in  which  he  is  mulcted  through 
the  default  of  the  withholding  agent  will  often  be  greater  than 
the  amount  of  the  tax  ultimately  assessed  upon  him,  A  with- 
holding agent  disbursing  amounts  large  in  the  aggregate, 
though  individually  small,  to  numerous  persons,  incurs  a  deal 
of  bookkeeping  as  well  as  a  considerable  financial  responsibil- 
ity, during  the  interval  between  the  withholding  of  the  tax 
and  the  time  when  it  may  be  transmitted  to  the  government. 
The  taxpayer  loses  the  use  of  his  money  for  from  six  to 
eighteen  months  before  the  same  is  payable  to  the  government. 
This  loss,  considering  the  millions  of  dollars  withheld,  repre- 
sents in  the  aggregate  a  large  sum.  Nor,  since  the  fund  is 
virtually  a  trust  fund,  is  the  withholding  agent  at  liberty  to 
invest  or  otherwise  employ  it  during  the  interim  to  compensate 
the  expense  and  inconvenience  to  which  he  is  subjected. 

These  burdens  threatened  to  become  even  more  onerous  in 
dealing  with  those  corporate  obligations  containing  what  is 
known  as  the  "tax-free"  clause.  A  typical  form  of  this  clause 
is  as  follows: 

"Both  the  principal  and  interest  hereof  are  payable  \dthout  deduc- 
tion for  any  tax  or  taxes  which  the  company  may  be  required  or  per- 
mitted to  pay  thereon,  or  to  retain  therefrom,  under  any  present  or 
future  law  of  the  United  States  or  of  any  state,  county  or  municipality 
therein. ' ' 

It  will  aid  in  understanding  this  provision  to  refer  briefly  to 
its  history.  The  civil  war  income  tax  acts  contained  a  pro- 
vision that  certain  specified  classes  of  corporations  should  be 
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subject  to  pay  a  tax  of  five  per  centum  of  the  amount  of  all 
their  interest  or  coupon  payments  to  whomsoever  payable, 
with  a  provision  that  said  companies  were  authorized  to  deduct 
and  withhold  from  all  such  pajrments  the  amount  of  the  tax. 
The  payment  of  the  tax  so  deducted  discharged  the  company 
from  liability  for  a  corresponding  amount  of  interest  upon  the 
obligations  referred  to  except  where  the  company  might  have 
contracted  otherwise.  This  tax  was  held  by  the  Supreme  Court 
of  the  United  States  in  Railroad  Company  v.  Collector,  100 
U.  S.  595,  and  in  United  States  v.  Erie  Bailway  Company,  106 
U.  S.  327,  to  be,  not  an  income  tax  upon  the  holders  of  the 
corporate  obligations  affected,  but  an  excise  tax  upon  the  busi- 
ness of  the  corporation  in  respect  of  its  interest  payments,  the 
company  being  merely  granted  the  privilege  of  passing  this 
tax  on  to  the  holders  of  its  securities.  The  so-called  ' '  tax-free ' ' 
clause  in  modem  corporate  obligations  arose  from  these  pro- 
visions of  the  civil  war  income  tax  acts.  It  was  designed  to 
protect  the  creditor  against  the  passing  on  to  him  of  this  type 
of  tax.  In  other  words,  he  took  advantage  of  the  suggestion  in 
the  law  itself  to  demand  contracts  protecting  him  against  the 
deduction  of  this  kind  of  tax.  The  language  of  the  typical 
' '  tax-free ' '  clause,  however,  framed  at  the  instance  of  creditors 
who  demanded  protection  against  every  possible  contingency 
in  the  premises,  is,  in  its  usual  form,  so  broad  as  apparently 
to  comprehend  not  only  an  excise  tax  upon  the  business  of  the 
corporation  deductible  as  against  its  security-holders  but  a  tax 
like  the  present  income  tax  which  is  levied,  not  upon  the  cor- 
poration, but  upon  the  recipient  of  the  interest,  and  which 
solely,  as  a  means  of  collection,  the  corporation  is  required  to 
withhold  and  to  pay  to  the  government.  The  corporations  and 
their  creditors  have  accepted  this  construction  of  these  clauses 
under  the  present  act.  The  result  has  been  that  a  tax  which 
Congress  intended  to  levy  upon  the  income  -receiver  has,  in 
this  case,  been  shifted  to  the  income-producer.  It  thus  falls 
not  upon  the  "swollen  fortune"  which  it  is  the  professed  pur- 
pose of  this  act  particularly  to  reach,  but  primarily  upon  the 
corporation  and  finally  upon  the  unfortunate  "ultimate  con- 
sumer" who  was  supposed  already  to  be  more  than  sufficiently 
taxed. 
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Not  only  is  the  burden  of  the  tax  thus  shifted,  but  the 
amount  which  the  corporation  is  obliged  to  assume  is  con- 
siderably greater  than  that  for  which  its  creditors  would  have 
personally  been  liable.  The  tax  is  deducted  upon  the  amount 
of  the  gross  income  from  this  source  and  there  is  no  induce- 
ment to  the  creditor  to  claim  any  exemption  or  deduction  to 
which  he  may  be  entitled  against  the  interest  payments.  If 
his  gross  income  is  $10,000,  $5,000  from  interest  on  corporate 
bonds  containing  the  tax-free  clause  and  $5,000  from  other 
sources,  and  the  amount  of  his  exemption  and  deductions  ag- 
gregates $5,000,  he  can,  by  failing  to  claim  his  exemptions  and 
deductions  at  the  source,  shift  his  entire  income  tax  to  the 
corporation,  although  it  furnishes  only  one-half  of  his  gross 
income.  Again,  in  the  case  of  non-resident  aliens,  who  are  not 
subject  to  the  tax  upon  this  type  of  income,  of  partnerships, 
which  are  not  subject  to  the  tax  at  all,  and  of  corporations 
which  are  not  subject  to  deduction  of  the  tax  at  the  source, 
the  law  made  no  provision  for  disclosing  the  identity  of  the 
recipient.  Here  again  the  debtor  corporation  was  liable  for 
the  normal  tax  upon  the  entire  amount  of  the  interest  paid 
though  it  was  not  in  fact  taxable  at  all.  A  fiduciary  acting 
for  several  beneficiaries,  some  of  whom  might  be  subject  to 
the  tax,  and  others  not  subject  to  it,  had  no  inducement  to 
disclose  these  facts  to  the  corporation  which  again,  under  the 
"tax-free"  clause  had  to  assume  the  income  tax  upon  non- 
taxable income. 

The  debates  in  congress  had  indicated  a  particular  intention 
on  the  part  of  congress  to  tax  large  incomes.  The  provisions 
of  the  law  providing  for  collection-at-the-source,  in  connection 
with  the  "tax-free"  clauses  in  corporate  obligations,  have 
largely  defeated  this  intention  by  relieving  large  incomes  from 
the  tax,  since  these  are  derived  mainly  from  corporate  secur- 
ities. Furthermore,  under  the  act  as  drawn,  the  holders  of 
such  securities  as  were  payable  to  bearer,  were  in  a  position 
to  conceal  their  identity,  since  they  were  obliged  to  make  no 
return  of  this  income  and  consequently  there  was  grave  danger 
of  evasion  of  the  surtax  as  to  which  a  personal  return  was 
required. 
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The  treasury  department,  so  far  as  it  could,  endeavored  to 
relieve  the  situation  which  the  provisions  of  the  act  above  re- 
ferred to  seemed  to  have  brought  about.  It  devised  the  scheme 
of  so-called  ''ownership  certificates."  The  purpose  of  these 
was  two-fold :  f^rst,  to  disclose  to  the  corporation  and  through 
it  to  the  government,  the  status  as  to  taxability  of  the  recipient 
of  income  from  corporate  securities  of  this  character,  and 
second,  to  afford  a  convenient  means  to  the  taxpayer,  if  he 
fell  within  the  class  of  taxable  individuals,  of  claiming  at  the 
source  his  specific  exemption.  This  expedient  was  not  ex- 
plicitly authorized  by  any  provision  of  the  law.  It  was,  how- 
ever, undoubtedly  within  the  general  power  of  the  commis- 
sioner of  internal  revenue  to  prescribe  rules  and  regulations 
for  the  collection  of  the  tax,  particularly  in  view  of  the  pro- 
vision permitting  taxpayers,  by  notice,  to  claim  against  the 
source  the  amount  of  their  specific  exemptions. 

The  system  devised  was  at  the  outset  exceedingly  cumber- 
some. The  certificates  were  verbose,  the  number  of  forms  un- 
necessarily multiplied  and  the  regulations  promulgating  the 
same  and  giving  instructions  for  their  use  were  complicated, 
ambiguous  and  in  some  cases,— for  example,  in  the  treatment 
of  income  paid  to  partnerships,  based  upon  erroneous  con- 
structions of  the  law.  In  the  case  of  trustees,  the  certificate, 
which  required  a  statement  merely  of  the  ownership  of  the 
obligation,  failed  of  its  purpose,  for  the  reason  that  here  the 
ownership  is  separated  from  the  receipt  of  the  income.  Con- 
sequently, a  statement  as  to  the  ownership  of  the  obligation 
fails  to  disclose  the  identity  and  taxability  or  otherwise  of  the 
beneficiary  or  beneficiaries  receiving  the  income.  Further- 
more, the  certificate  system  was  extended  by  the  regulations 
to  cases  where  there  was  no  necessity  for  it;  for  instance,  to 
payments  of  salaries,  rents  and  other  matters,  where  the 
identity  and  status  as  to  taxability  of  the  recipient  were  known 
by  the  debtor.  These  defects  have  in  part  been  remedied  by 
a  reduction  of  the  number  and  a  simplification  of  the  form,  of 
the  certificates  and  by  reversing  erroneous  rulings.  Others 
doubtless  will  be  remedied  by  further  amendment  of  the  regu- 
lations.   The  scheme  was  undoubtedly  a  helpful  one  and  re- 


SIMPLIFICATION   OF  FEDERAL  INCOME   TAX  307 

lieved  in  some  measure  a  situation  that  would  otherwise  have 
been  intolerable.  It  gave  valuable  information  to  the  govern- 
ment, particularly  in  connection  with  the  surtax,  and  pre- 
vented a  shifting  to  the  debtor  corporations  of  a  considerable 
amount  of  tax  wliich  they  would  otherwise  unjustly  have  been 
required  to  assume. 

At  best,  however,  the  present  scheme  merely  ameliorates  a 
situation  which  ought  not  to  exist  at  all.  The  filling  out,  ex- 
amination, assembling  and  transcribing  of  the  certificates 
places  an  enormous  burden  not  only  upon  the  holders  of  se- 
curities, but  upon  banks  and  collecting  agencies  and  upon 
debtor  corporations.  The  expense  involved  to  the  latter,  in 
some  instances,  is  greater  than  the  amount  of  the  tax  realized. 
Moreover,  the  ownership  certificate  plan  cannot  relieve  the 
essential  economic  difficulty  that  arises  under  the  tax-free 
clauses.  Every  dollar  which  a  corporation  (particularly  a 
public  service  corporation)  is  obliged  to  assume  by  way  of  tax 
for  its  creditors  either  means  a  diminution  of  its  ability  to 
serve  the  public  or  results  in  an  increase  in  the  cost  to  the 
public  at  which  that  service  is  performed.  The  class  of 
"unearned  incomes"  which  the  act  was  intended  to  reach,  and 
which  it  was  to  compel  to  contribute  in  a  larger  and  presumably 
more  equitable  proportion  to  the  expense  of  government,  have 
largely  escaped  through  the  combined  operation  of  the  tax- 
free  clause  and  the  scheme  of  collection-at-the-source. 

Furthermore,  under  the  wording  of  the  act,  many  of  this 
class  of  incomes,  being  derived  from  interest  on  tax-free  cor- 
porate obligations  and  from  dividends  on  stocks  are  relieved 
from  the  necessity  of  making  any  return  whatever  and  thus 
there  is  a  field  still  open  for  evasion  of  the  surtax  notwith- 
standing the  supposed  protective  character  of  the  scheme  of 
collection-at-the-source. 

Finally  the  numerous  complications  and  difficulties  occa- 
sioned the  taxpayer  and  the  withholding  agent  and  the  diffi- 
culty in  securing  a  complete  return  to  afford  a  basis  for  both 
the  normal  tax  and  the  surtax  do  not  mark  the  end  of  the 
complexities  which  arise  under  the  present  plan.  Serious 
administrative  problems  arise  after  the  returns  of  the  with- 
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holding  agents  and  the  partial  and  incomplete  returns  of  the 
individual  taxpayers  have  been  transmitted  to  the  government. 
The  work  of  making  a  correct  assessment  then  begins.     The 
withholding  agent  ordinarily  makes  his  return  in  the  district 
where  he  does  business.    Consequently  in  the  financial  centers, 
where  the  interest  disbursements  of  the  larger  corporations  are 
made,  there  are  filed  returns  which  relate  to  income  of  per- 
sons residing  throughout  the  country  and  in  many  cases  in 
foreign  lands.    These  returns  show  only  that  certain  amounts, 
representing  the  amount  of  the  normal  tax  upon  certain  in- 
come of  the  individuals  named  therein,  have  been  withheld, 
or,  in  the  case  of  '  *  tax-free  obligations, ' '  contingently  assumed, 
by  the  withholding  agents  reporting.    There  is  no  presumption, 
where  the  payments  to  a  single  individual  aggregate  less  than 
$4,000,  (and  this  is  true,  as  experience  has  shown,  in  the  vast 
majority  of  cases),  that  they  represent  taxable  income  of  any- 
one.   Since  the  tax  is  collectible  at  the  source,  the  taxpayer, 
under  the  terms  of  the  act,  is  under  no  obligation  to  render 
a  return  of  this  income.     If  he  has  other  income  and  has 
rendered  a  personal  return  he  has  doubtless  claimed  deductions 
and  exemptions  which  reduce  materially  the  amount  of  his 
gross  income  liable  to  taxation.    The  law  retains  the  personal 
liability  of  the  taxpayer  for  the  tax  withheld  at  the  source. 
It  also  requires  that  he  be  notified  of  the  assessment  of  the 
tax  against  him.    The  commissioner  of  internal  revenue  there- 
fore is  under  a  duty  to  assess  the  tax  against  him  and  to  notify 
him  of  the  assessment.     Before  the  tax  can  be  assessed,  the 
commissioner  is  bound  to  take  the  gross  income,  whether  sub- 
ject to  deduction  at  the  source  or  not.  compute  the  amount  of 
the  deductions  and  exemptions,  if  any,  claimed  by  him,  and 
assess  against  him  or  the  withholding  agent  for  his  account, 
as  the  case  may  be,  the  tax  upon  the  net  income  only.     This 
must  all  be  done  under  the  law  within  three  months  from  the 
date  when  the  returns  are  due.    The  burden  imposed  upon  the 
commissioner  of  internal  revenue  under  these  circumstances 
is  an  impossible  one.     The  notices  of  assessment  received  by 
■   withholding  agents  for  the  year  1913  indicate  with  certainty 
that  no  attempt  has  been  made  by  the  commissioner  to  sustain 
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it.  The  assessments  were  made  against  tlie  withholding  agents 
in  lump  sums  representing  the  normal  tax  upon  the  aggre- 
gate amounts  of  the  income  paid  by  them  as  stated  in  the  list 
return.  No  attempt  appears  to  have  been  made  by  the  govern- 
ment to  collate  the  various  items  of  information  disclosed  by 
the  several  returns  made  on  behalf  of  the  particular  individ- 
uals by  withholding  agents  or  to  make  any  allowance  for  de- 
ductions or  exemptions,  if  any,  claimed  by  such  individuals, 
except  in  so  far  as  exemption  has  been  claimed  in  the  owner- 
ship certificates  filed  with  the  withholding  agents  and  corre- 
sponding allowances  made  by  the  withholding  agents  them- 
selves. There  is  in  the  mind  of  the  writer  grave  doubt  as  to 
the  validity  of  the  assessments  so  made  solely  against  with- 
holding agents.  It  seems  probable  that  the  courts  may  hold 
that  the  commissioner  is  bound  before  making  his  assessments 
to  consider  and  consolidate  all  returns  made  on  behalf  of  the 
particular  taxpayer  by  withholding  agents  with  the  return, 
if  any,  which  the  taxpayer  has  made. 

The  law  also  requires  that  separate  receipts  be  given  upon 
demand  to  the  withholding  agent  on  account  of  each  payment 
made  by  him  for  account  of  a  particular  creditor  so  that  the 
withholding  agent  may  produce  the  same  to  his  creditor  in 
satisfaction  of  the  debt  to  that  extent.  The  internal  revenue 
collectors,  so  far  as  the  writer  is  informed,  have  uniformly 
refused  to  comply  with  this  provision  of  the  law,  presumably 
because  of  the  amount  of  work  involved  in  doing  so.  It  thus 
appears  that,  while  taxpayers  generally,  and  withholding 
agents  universally,  have  endeavored  to  comply  literally  with 
the  overwhelmingly  complicated  provisions  of  the  law  and  of 
the  regulations  made  thereunder,  the  treasury  department  has 
confessed  its  inability  to  comply  therewith  and  has  assumed  to 
assess  and  to  collect  a  tax  for  which,  both  as  to  the  amount 
thereof  and  the  manner  of  its  assessment,  there  is  no  warrant 
in  the  law,  and  the  apparent  reason  therefor  is  that  to  attempt 
compliance  would  be  to  render  the  law  impossible  of  execution 
at  all. 

The  foregoing  considerations  support  the  following  con- 
elusions  : 
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(1)  That  the  plan  of  collection  at  the  source  as  applied  to 
prevailing  commercial  and  financial  practice  and  conditions 
in  this  country  imposes  an  intolerable  burden  upon  taxpayers, 
upon  persons  exempt  from  taxation  and  upon  withholding 
agents  charged  with  the  duty  of  collecting  at  the  source. 

(2)  That  the  plan,  to  a  large  extent,  has  failed  of  its  avowed 
purpose,  viz.,  to  prevent  evasions  and  to  insure  the  collection 
of  the  full  tax  to  which  the  government  is  entitled. 

(3)  That,  in  view  of  the  prevalence  of  the  "tax-free" 
covenants  in  corporate  obligations,  the  effect  of  the  plan  of 
collection-at-the-source,  has  been  to  permit  many  "unearned 
incomes"  to  escape  the  payment  of  large  amounts  of  tax  which 
it  was  the  intention  of  Congress  that  they  should  pay  and  has 
shifted  the  burden  of  paying  this  tax  through  the  debtor  cor- 
porations to  the  general  public. 

(4)  That  in  practical  operation  the  system  is  so  complicated 
that  it  throws  upon  the  government  an  impossible  burden  in 
the  assessment  of  the  tax,  and  that,  on  the  other  hand,  the 
action  of  the  treasury  department  in  ignoring  the  plain  re- 
quirements of  the  act  raises  grave  doubt  as  to  the  validity  of 
a  considerable  number  of  the  assessments  made  and  as  to  the 
right  of  the  government  to  collect  taxes  thereunder. 

In  the  light  of  the  foregoing  conclusions  we  are  fairly  en- 
titled to  ask  whether  or  not  the  plan  of  collection-at-the-source 
should  not  be  abandoned  altogether  and  the  plan  resorted  to 
of  basing  the  assessment  in  each  instance  primarily  upon  the 
personal  return  of  the  taxpayer.  There  would  be  no  dissent, 
I  think,  from  the  proposition  that  theoretically  this  is  the  ideal 
system.  The  commissioner  has  before  him  in  a  single  docu- 
ment, verified  by  the  taxpayer,  a  complete  statement  of  his 
gross  income,  of  his  allowable  deductions  and  of  the  amount 
of  specific  exemption  to  which  he  is  entitled.  To  this  plan  the 
objection  is  of  course  made  that  the  opportunities  which  it 
affords  for  evasion  put  too  great  a  strain  upon  the  honesty  of 
the  taxpayer  and  will  lead  to  the  loss  by  the  government  of  a 
considerable  portion  of  the  tax.  I  think  it  but  fair  to  state  that 
I  am  convinced  that  this  danger  has  been  greatly  exaggerated. 
I  believe  that  the  people  of  this  country  accept  the  income  tax 
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and  are  prepared,  with  remarkably  few  exceptions,  to  comply 
with  it  honestly.  All  they  ask  is  that  the  law  be  impartially 
and  thoroughly  administered  and  that  it  be  put  in  such  form 
as  to  be  readily  understood.  Yet  even  if  the  assumed  danger 
were  a  real  one,  and  if  there  were  no  available  means  of  pro- 
tection against  it,  it  is  a  serious  question  whether  the  intol- 
erable situation  discussed  above  does  not  demand  that  the  gov- 
ernment assume  this  risk  rather  than  impose  upon  witliholding 
agents  and  others  not  liable  for  taxes  the  labor  and  expense 
which  the  present  plan  involves. 

But  the  government  is  not  forced  to  accept  this  alternative. 
A  plan  was  presented  when  the  bill  for  the  present  act  was 
before  congress,  which  had  the  approval  of  many  members  of 
congress  and  officers  of  the  administration,  as  well  as  of  econ- 
omists and  tax  experts  who  had  studied  it,  a  plan  which  ade- 
quately protects  the  government,  which  simplifies  enormously 
the  administration  of  the  tax  and  prevents  the  injustice  to 
which  I  have  referred.  This  is  the  plan  which  has  come  to 
be  known  popularly  as  ' '  inf ormation-at-the-source. "  It  is  en- 
tirely feasible  under  such  a  plan  to  require  each  person  or 
corporation  making  payments  of  income  of  such  a  character 
as  to  be  subject,  under  the  present  plan,  to  deduction  of  the 
tax  at  the  source,  simply  to  report  the  amount  of  the  payment 
made,  transmitting  these  reports  from  time  to  time  to  the 
government.  Such  reports  will  be  an  effectual  check  against 
understatements  or  misstatements  of  income  in  every  instance 
in  which  the  plan  of  collection-at-the-source  would  operate  to 
the  same  end.  The  mere  fact  that  such  reports  were  made 
and  transmitted  would  increase  greatly  the  presumption  that 
the  personal  returns  were  accurate  and  complete.  In  cases 
where  the  taxpayer  took  the  risk  and  made  a  false  or  incom- 
plete return,  it  would  afford  the  material  for  the  government, 
at  its  convenience,  to  check  the  false  returns,  whereupon  it 
could  proceed  either  to  exact  a  corrected  return  or  to  enforce 
the  penalties  provided  by  the  act.  It  might  be  advisable  to 
retain  something  like  the  present  plan  of  certificates  for  the 
purpose  of  establishing  the  identity  of  the  recipient  of  the 
income  upon  bearer  obligations,  but  these  certificates  could  be 
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considerably  simplified  inasmuch  as  it  would  not  be  necessary 
to  embody  information  therein  as  to  the  taxable  status  of  the 
recipient  or  as  to  whether  or  not  he  claimed  exemption,  these 
matters  being  taken  care  of  in  his  personal  return.  Indeed, 
it  might  not  be  necessary  to  retain  the  certificates  at  all.  The 
suggestion  has  been  made,  and  is  worthy  of  careful  considera- 
tion, that  the  income  tax  upon  interest  from  coupon  obligations 
payable  to  bearer  might  be  payable  by  means  of  stamps.  The 
stamps  could  be  prepared  in  duplicate  in  various  denomina- 
tions and  placed  on  sale  at  convenient  places.  One  counter- 
part stamp  would  accompany  the  coupons  when  presented  for 
collection  and  the  other  be  attached  to  the  return  of  the  tax- 
payer. Suitable  duplicate  stamps  could  be  provided  for  per- 
sons, firms  and  corporations  not  liable  to  tax,  the  transmis- 
sion of  which  with  coupons  would  amount  to  a  claim  of 
exemption. 

Either  of  these  plans  would  vastly  simplify  the  present 
overwhelming  complication  of  the  return,  assessment  and  col- 
lection of  the  tax  and  it  is  not  necessary  at  this  time  to  discuss 
the  relative  merits  of  the  two  schemes.  Suffice  it  to  say  that 
by  adoption  of  either,  several  most  desirable  results  would  be 
accomplished.  The  tax  would  be  assessed  in  each  instance 
upon  the  verified  return  of  the  taxpayer  filed  in  the  district 
where  he  resided  and  be  collected  through  the  collector  of  that 
district.  The  requirement  of  a  full  personal  return  in  each 
instance,  and  the  assessment  based  thereon,  would  carry  home 
to  the  taxpayer  the  fact  and  amount  of  his  taxation  and  would 
inspire  a  healthy  interest  on  his  part  in  governmental  econ- 
omy and  efficiency.  It  would  bring  into  one  channel  the  assess- 
ment and  collection,  both  of  the  normal  and  of  the  additional 
tax,  both  being  based  upon  the  taxpayer's  personal  return. 
It  would  place  the  burden  of  the  tax  not  upon  the  income- 
producer  but  upon  the  income-receiver,  where  it  belongs,  and 
would  accomplish  every  purpose  of  the  plan  of  collection-at- 
the-source  in  the  way  of  protecting  the  government  against  loss 
of  revenue  through  evasion  or  understatement  of  taxable 
income. 
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An  amendment  of  the  law  requiring  from  every  taxpayer 
a  complete  personal  return,  in  connection  with  a  carefully 
considered  system  of  information-at-the-source,  is  the  para- 
mount need  in  the  direction  of  simplification  of  the  federal 
income  tax. 


DISCUSSION-INCOME  TAX. 

Chairman  Haugen:— Some  seventeen  years  ago  when  the 
agitation  of  the  taxation  question  first  became  important  in 
the  State  of  Wisconsin,  the  legislature  provided  for  the  ap- 
pointment of  a  commission  of  three  men  to  study  the  assess- 
ment and  tax  laws  of  the  state  and  report  to  the  next  session 
of  the  legislature  such  remedial  legislation  as  they  would  sug- 
gest. A  member  of  that  commission  is  with  us  here  today.  He 
was  an  attorney  in  the  city  of  Milwaukee  who  had  had  a  great 
deal  of  experience  in  taxation  matters  before  that  time.  Hie 
was  placed  on  that  commission  by  the  governor  of  the  state. 
Later  when  the  income  tax  law  of  Wisconsin  was  enacted  and 
the  commission  realized  the  difficulty  of  adopting  such  rules 
and  regulations  as  would  make  it  effective,  we  sought  his 
assistance  to  aid  us  in  the  first  assessment  under  that  act.  I 
will  call  upon  him  first  to  discuss  these  papers  that  have  been 
presented  here  this  morning.    Mr.  K.  K.  Kennan  of  Milwaukee. 

Mr.  K.  K.  Kennan  of  Milwaukee:  Mr.  President,  Gentle- 
men of  the  Conference,  Ladies  and  Gentlemen,  I  first  learned 
that  my  name  was  on  the  program  day  before  yesterday  and 
probably  experienced  something  of  the  feelings  of  a  certain 
criminal  who  was  informed  by  his  lawyers  that  the  last  at- 
tempts to  secure  reprieve  for  him  had  failed  and  he  thought 
it  was  about  time  he  should  do  something  on  his  own  account, 
so  he  wrote  to  the  governor  and  the  first  sentence  of  his  letter 
was  something  like  this:  "I  am  sentenced  to  be  hanged  on 
Friday  and  here  it  is  Wednesday ! ' ' 

Now,  in  the  ten  minutes  allotted  me  I  cannot  perhaps,  dis- 
cuss anything  more  immediate  or  more  directly  relating  to  this 
question  than  something  which  was  suggested  to  me  by  an 
item  in  the  paper  yesterday.  It  was  stated  that  congress  pro- 
poses to  increase  the  rate  of  our  federal  income  tax  from  one 
per  cent  to  one  and  one-half  for  the  normal  tax,  and  to  add 
one-half  per  cent  all  along  the  progressive  scale  of  the  addi- 
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tional  tax;  also,  to  reduce  the  exemption  from  four  to  three 
thousand  and  from  three  to  two  thousand.  Since  that  article 
appeared  within  the  last  twenty-four  hours  several  members 
of  this  conference  have  asked  me:  "How  does  our  federal 
income  tax  compare  with  the  income  tax  of  other  countries?" 
The  chief  bases  for  comparison  are  of  course  exemptions,  rates 
and  progression. 

In  the  first  place  the  exemption  in  our  country  is  the  highest 
of  any  country  on  the  globe  so  far  as  I  have  been  able  to 
ascertain  with  the  one  exception  of  the  Cape  of  Good  Hope, 
wliich  has  an  exemption  of  one  thousand  pounds— equal  to 
almost  five  thousand  dollars.  If  we  take  fifty-six  countries 
that  have  income  taxes,  (which  is  about  as  many  as  you  can 
get  into  the  drag-net  for  the  purpose  of  these  statistics)  it 
will  be  found  that  the  average  rate  of  exemption  for  those 
fifty-six  countries  is  $406.30.  These  figures  are  a  little  mis- 
leading, however,  and,  to  get  more  accurate  results  it  might 
be  well  to  divide  that  body  of  fifty-six  states  and  countries 
into  two  classes.  Taking  out  England,  fourteen  of  her  colonies 
and  Hawaii,  which  might  be  called  the  English-speaking  group 
and  which  have  high  exemptions— an  average  of  $1,100— you 
have  left  forty  countries  and  states  which  have  an  exemption 
intended  to  represent  what  is  called  the  "minimum  of  sub- 
sistence," of  $153.13,  or  about  one  twenty-third  of  what  we 
have  in  this  country.  You  will  remember  that  under  our  fed- 
eral law  the  corporations  do  not  have  any  exemption.  They 
formerly  had  $5,000,  and  that  has  been  abolished— which  is 
quite  proper— because  a  great  many  of  the  reasons  which  can 
be  very  effectively  urged  for  the  exemption  in  the  case  of  an 
individual  lose  their  force  when  applied  to  a  corporation. 

In  the  second  place  as  to  rates.  I  stated  to  Mr.  Speer  when 
I  was  in  Washington  a  few  weeks  ago  that  we  had  the  lowest 
income  tax  in  the  world,  and  he  smiled  and,  I  think,  doubted 
it;  but  I  have  taken  some  pains  to  look  it  up  since  then  and 
still  believe  that  such  is  the  case.  Perhaps  I  ought  to  qualify 
that  statement  by  saying  that  we  have  the  lowest  income  tax 
in  the  world  when  the  number  and  amount  of  our  incomes 
are  taken  into  consideration.     The  reason  why  I  make  that 
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qualification  is  that  in  the  higher  portion  of  our  income  tax 
the  rates  are  higher  than  the  average  throughout  the  world. 
But  the  small  number  of  incomes  subject  to  those  rates  owing 
to  the  fact  that  all  our  great  incomes  come  mainly  through 
corporate  channels,  makes  that  high  rate  applicable  to  ex- 
tremely few  cases,  and  I  doubt  whether  there  are  more  incomes 
which  will  pay  the  maximum  rate  of  six  per  cent  than  I  could 
count  on  the  fingers  of  my  hands. 

In  the  third  place  we  find  that  the  federal  income  tax  in 
this  country  presents  the  most  striking  contrast  to  the  income 
taxes  of  other  countries  in  this :  that  the  progression  begins  in 
our  country  about  where  it  ends  in  all  other  countries.  The 
ordinary  features  of  a  progressive  income  tax  are  low  rates 
for  small  incomes,  beginning  with  very  short  steps  or  grades 
which  grow  longer  until  the  landing  is  reached  in  a  final  pro- 
portional tax.  In  our  country  we  have— perhaps  we  should  not 
call  it  a  progressive  tax — perhaps  it  is  a  proportional  tax  of 
one  per  cent  with  an  additional  tax  superimposed  upon  it, 
the  additional  progressive  feature  being  applied  only  to  the 
progressive  tax ;  but  treating  it  for  the  moment  as  a  progressive 
tax,  I  took  the  trouble  to  pick  out  fifteen  leading  countries 
which  have  income  taxes  and  marked  the  point  where  they 
reach  the  end  of  their  progression,  that  is,  the  highest  point, 
the  point  from  which  a  continuous  proportional  rate  was  used, 
and  I  found  in  these  fifteen  countries  that  that  point  was 
$21,080,  an  amount  only  slightly  above  the  point  where  our 
progression  begins.  But  there  are  two  countries  of  the  fifteen 
which  are  exceptional  in  the  high  point  which  they  reach 
before  progression  ceases.  One  of  these  is  Japan,  with  a 
limit  of  fifty  thousand  dollars,  and  the  other  Holland  with 
eighty  thousand  dollars.  If  you  take  those  out,  your  average 
drops  immediately  to  twelve  thousand  four  hundred  dollars, 
which  is  about  the  same  as  the  Wisconsin  law,  where  we  reach 
the  maximum  progression  for  individuals  at  twelve  thousand 
dollars.  In  the  case  of  corporations  in  Wisconsin  the  limit 
is  reached  at  seven  thousand. 

Then  we  come  to  the  question  of  the  rate:  How  high  a  rate 
do  they  reach  with  that  progression?     The  average  for  the 
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fifteen  countries  was  5.17,  and  here  again  if  we  leave  out  the 
very  exceptional  country  of  Japan  where  the  maximum  rate 
is  20.35,  we  have  an  average  of  only  4.09  per  cent. 

Now  we  should  consider  that  we  have  in  this  country  the 
combination  of  an  excessively  high  exemption  with  an  ex- 
ceedingly low  tax  on  all  that  class  of  incomes  which  the  great 
majority  of  people  pay.  I  undertake  to  say,  without  any 
definite  proof,  but  from  the  best  information  I  can  obtain  from 
all  possible  sources,  that  our  income  tax  so  far  as  levied 
directly  on  individuals  is  paid  by  a  less  number  of  people  than 
inhabit  the  city  of  Denver. 

It  doesn't  seem  quite  fair  that  the  burden  of  the  individual 
tax  should  rest  upon  such  an  extremely  small  proportion  of 
the  population  of  this  great  country.  Therefore,  I  am  in  favor 
of  a  lower  exemption,  and  I  should  be  glad  if  this  conference 
could  see  its  way  clear  to  adopt  a  resolution  favoring  a  lower 
exemption  as  leading  toward  that  general  diffusion  of  the 
tax,  spreading  over  a  greater  number,  which  would  be  equit- 
able and  just. 

Two  points  more:  In  the  first  place  I  hope  you  will  use 
your  personal  influence  to  get  the  department  at  "Washington 
to  organize  a  bureau  to  assemble  the  statistics  of  this  first 
year's  work.  Such  statistics  are  of  the  utmost  importance  for 
the  purpose  of  correcting  our  errors  and  pointing  to  improve- 
ments in  our  system.  A  second  point  is  that  I  hope  you  will 
use  your  influence  to  build  up  and  strengthen  what  might 
be  called  the  "tax  conscience"  or  as  our  German  friends  call 
it  "  Steuermoral. "  It  needs  strengthening  at  certain  points. 
The  man  who  will  deliberately  falsify  his  income  tax  is  a  rare 
bird,  as  you  can  all  testify  who  have  labored  in  this  work  of 
practical  administration  of  the  law.  But  there  is  a  class  of 
men  who  are  honest  according  to  circumstances,  who  are  not 
honest  with  the  government  but  apparently  honest  with  every- 
body else.  You  have  heard  of  the  debating  society  that  de- 
bated for  three  hours  on  whether  it  was  wrong  to  cheat  a 
lawyer  and  finally  decided  that  it  wasn  't  wrong,  but  it  was  too 
much  trouble.  "We  have  a  class  of  people  who  don't  cheat  the' 
government  a  great  deal  of  the  time  because  it  is  too  much 
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trouble,  not  because  they  are  too  honest.  I  would  like  to  do 
something,  with  your  help  to  strenghten  the  conscience  of  that 
class  of  people. 

Chairman  Haugen:  Mr.  J.  S.  Wiley  of  New  York  has 
consented  to  discuss  briefly  Commissioner  Speer's  paper, 
mainly  from  the  standpoint  of  accounting,  and  we  will  hear 
from  Mr.  Wiley  now. 

Mr,  J.  S.  Wiley  of  New  York :  Mr.  Chairman,  after  hear- 
ing a  number  of  debates  and  papers  on  this  question  of  taxa- 
tion, I  want  to  speak  briefly  on  some  reporting  and  accounting 
features  as  related  to  public  utilities,  particularly  telephone 
companies.  In  the  first  place  I  have  no  quarrel  whatever  with 
the  administration  of  this  law.  I  think  we  should  recognize 
that  the  law  is  in  force,  that  the  officials  in  Washington  have 
to  administer  it  and  they  have  an  arduous  and  important  task, 
one  almost  impossible  of  accomplishment.  They  have  done 
most  admirable  work  in  the  application  of  the  law,  and  I  want 
to  take  this  occasion  to  speak  a  word  of  appreciation  in  behalf 
of  Mr.  Speer.  I  have  seen  him  once  or  twice  and  he  has  always 
had  an  open  door,  has  welcomed  every  suggestion  and  has 
adopted  at  least  two  or  three.  For  instance,  the  matter  of 
reports  and  interpretations  has  been  simplified.  One  item  in 
particular  was  very  troublesome  in  our  group  of  telephone 
companies,  and  that  was  the  interpretation  to  be  put  on  the 
words  "actual  payments."  Mr.  Speer  will  recall  that  I  cited 
an  instance  where  the  Internal  Revenue  examiners  -lad  con- 
strued actual  payments  to  be  the  amounts  carried  on  the  books 
to  reflect  liabilities  against  assets,  while  in  two  other  instances 
the  collectors  had  interpreted  the  term  to  mean  actual  pay- 
ments as  evidenced  by  the  treasurer 's  record  of  disbursements. 
The  paragraph  he  has  incorporated  in  his  instructions  makes 
it  very  clear  and  we  may  now  expect  uniform  interpretation 
in  that  particular. 

In  the  second  place,  we  must  remember  that  for  a  great 
many  years  the  Interstate  Commerce  Commission  has  been 
laboring  to  perfect  an  accounting  system  for  the  common 
carriers  (or  public  utilities)  under  its  jurisdiction.     The  sys- 
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tem  resulting  is  sound  in  principle  and  fairly  simple  in  appli- 
cation, so  far,  I  do  not  know  what  it  may  develop  into.  But 
I  would  like  to  suggest  that  the  government  officials,  if  the 
law  will  permit,  follow  the  principles  laid  down  in  the  Inter- 
state Commerce  Commission's  system  of  accounts  when  they 
come  to  determine  income,  and  perhaps  also  "other  gains  or 
losses."  It  is  unfortunate  that  the  law  does  not  permit  (or 
require)  the  Internal  Revenue  Collector  to  use  the  routine 
reports  made  by  public  utility  companies  to  the  Interstate 
Commerce  Commission  so  as  to  make  assessments  on  these  cor- 
porations without  asking  any  further  reports.  Perhaps  that 
isn't  possible  under  the  present  statutes,  but  it  is  extremely 
unfortunate  that  our  centralized  national  government  cannot 
bring  its  departments  together  in  the  administration  of  the 
law  so  as  to  cooperate  for  simplicity  and  the  elimination  of 
economic  waste. 

I  am  glad  Mr.  Speer  has  pointed  out  the  great  difference 
between  "losses"  in  the  tax  law  and  depreciation  as  we  under- 
stand it  in  our  accounting  practice.  He  has  made  a  very  clear 
statement  of  that  matter  and  I  am  inclined  to  the  opinion  that 
it  would  be  unfortunate  and  troublesome  if  it  should  be  at- 
tempted to  make  the  administration  of  the  law  retroactive. 

In  the  matter  of  determining  whether  a  gain  or  loss  should 
be  apportioned  over  the  taxable  years :  I  think  if  we  make  each 
year  comprise  its  own  transactions,  as  shown  in  the  accounts, 
that  in  the  long  run  it  will  work  out  in  equity  and  justice  to 
all  interests.  That  is  particularly  true  as  to  the  sale  of  securi- 
ties, for  instance,  because,  like  the  articles  on  the  shelves  of  a 
store,  they  have  a  value  but  you  don't  get  it  until  the  actual 
transaction  has  taken  place.  Then  it  is  that  you  have  your 
gain  or  your  loss. 

I  want  to  combat  also  the  suggestion  made  here  this  morning 
about  the  use  of  coupons  in  the  payments  of  these  taxes.  That 
would  introduce  a  most  troublesome  accounting  feature  and 
I  hope  we  won't  have  to  do  it.  We  want  very  much  to  see  the 
law  changed  so  as  to  simplify  rather  than  complicate  our 
accounting. 
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Finally,  in  the  matter  of  collection  at  the  source :  It  is  really 
unfortunate  that  our  national  government  does  not  show  more 
confidence  in  its  own  instrumentalities.  If  necessary  the  fed- 
eral authorities  should  utilize  corporate  facilities  at  the  source 
as  a  check  and  as  an  avenue  of  information  but  this  ought  not 
to  mean  using  them  as  an  agency  for  withholding  individual 
income,  in  some  cases  for  a  year.  If  anybody  withholds  such 
sums,  it  should  be  the  government  and  not  the  corporations.  I 
have  considerable  faith  that  all  these  taxation  problems  will 
finally  be  solved  but  I  feel  at  times  concerning  these  tax  laws, 
particularly  concerning  the  administration  of  them,  that  we  do 
not  always  live  up  to  the  optimistic  assertion  that  we  are  grow- 
ing more  scientific.  Science  is  an  intangible  thing  but  we  must 
get  the  work  done.  I  would  like  to  see  the  day  when  we  will 
be  a  little  more  definite  and  straightforward  in  the  methods 
used  for  some  of  the  ends  that  we  try  to  attain,  recognizing 
that  in  many  instances  we  are  up  against  economic  conditions 
and  the  facts  of  essential  business  precedure  and  that  we  must 
be  practical  in  dealing  with  these  matters  in  order  to  be  effect- 
ive.   I  thank  you. 

Chairman  Haugen :  Before  we  close  the  discussion  we  will 
hear  from  Dr.  Seligman. 

Dr.  E.  R.  A.  Seligman  of  New  York :  Mr.  Chairman  and 
Gentlemen :  In  the  first  place  I  want  to  express  my  very  high 
appreciation  of  the  admirable  papers  that  we  have  heard  to- 
day. I  think  it  is  very  rare  indeed  that  we  are  favored  with  so 
excellent  and  so  distinguished  a  set  of  papers  as  has  been  our 
privilege  to  hear. 

There  are  two  points  to  which  I  desire  to  allude.  As  I 
may  be  considered  in  a  certain  sense  responsible  for  having 
foisted  upon  the  government  this  principle  of  collection  at 
source,  I  feel  that  a  few  words  ought  to  be  said  on  that  point 
in  order,  if  possible,  to  minimize  some  of  the  objections  that 
have  been  alleged.  I  do  not  think  that  all  of  the  objections 
can  be  removed.  There  are  certain  undeniable  defects  in 
the  law.  Whether  one  believes  in  the  principle  of  collection 
at  source  or  not,  I  think  every  one  would  agree  that  it  is  un- 
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just  to  put  the  expense  of  what  is  properly  a  governmental 
function  upon  the  individual  or  the  corporation.  That,  how- 
ever, is  a  detail  which  can  be  remedied  without  abandoning  the 
principle  itself;  and  it  ought  to  be  remedied  if  the  principle 
is  retained.  Furthermore  the  interesting  suggestion  that  was 
made  and  that  almost  won  the  day  in  the  committee  at  Wash- 
ington, the  principle  to  which  I  had  the  honor  of  giving  the 
name  of  "information  at  source,"  that  principle  had  it  been 
fully  understood  and  explained  beforehand  would  I  think 
have  stood  a  good  chance  of  winning  out.  It  is  an  open  secret 
that  the  gentleman  responsible  for  the  bill,  Mr.  Hull,  had  been 
won  over,  in  part  at  all  events,  to  the  acceptance  of  that  prin- 
ciple but  that  he  failed  to  impress  his  view  upon  the  majority 
of  the  conference  committee  solely  because  the  committee  was 
not  convinced,  in  the  light  of  our  history  and  of  the  history 
of  other  countries,  that  they  could  afford  to  dispense  with  this 
method  of  checking  returns. 

It  was  maintained— that  is  of  course  again  an  open  secret— 
that  from  the  point  of  view  of  complexity  the  principle  of 
information  at  source  would  be  scarcely  preferable  to  the 
principle  of  collection  at  source,  and  that  it  possessed  certain 
difficulties  of  its  own,  into  the  details  of  which  there  is  no  time 
to  enter  now,  which,  taking  all  things  into  consideration, 
would  make  it  inferior  to  the  principle  of  collection  at  source. 
I  am  free  to  say,  however,  that  a  personal  return  plus  infor- 
mation at  source  would  be  an  acceptable  and  in  many  ways  an 
admirable  method. 

How  does  it  stand,  however,  with  the  principle  of  collection 
at  source?  What  was  uppermost  in  the  minds  of  our  legis- 
lators and  of  the  committee  ?  It  was  not  so  much  the  practice 
of  the  American  states  with  the  property  tax;  it  was  two 
things.  It  was  our  experience  with  the  civil  war  taxes  which 
were  not  largely  based  upon  collection  at  source  and  which 
every  one  agreed  were  more  or  less  of  a  farce.  And  second, 
it  was  the  opinion  of  the  chief  experts  in  the  English  Depart- 
ment who,  you  remember,  in  the  government  commission  of  a 
few  years  ago  stated  that  in  their  opinion  the  abandonment  of 
the  system  of  collection  at  the  source  by  England  and  the  sub- 
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stitution  of  the  Swiss  or  the  German  system  would  mark  an 
immense  step  backward ;  that  they  had  made  a  careful  study 
of  the  situation  abroad,  and  that  they  considered  their  system, 
the  English  system,  far  preferable.  It  was  those  two  things 
that  carried  weight  with  our  committee.  It  was  not  the  ex- 
periences in  the  states  of  the  union. 

Now  then,  what  are  the  points  as  regards  collection  at 
source?  We  have  heard  today  in  Professor  Bullock's  admir- 
able paper  that  the  whole  thing  has  been  inverted,  and  that  the 
wrong  people  bear  the  tax,  and  that  the  thing  is  not  at  all 
what  it  was  intended  to  be.  In  some  respects  I  should  agree 
with  Professor  Bullock.  In  other  respects  I  should  call  atten- 
tion to  some  countervailing  principles  and  ideas.  Take  for 
instance  the  corporation  tax.  I  myself  agree  that  it  was  a 
mistake  to  continue  the  corporation  tax  in  our  income  tax  as 
we  have  done,  but  without  going  into  that  what  is  the  real 
effect  of  the  tax  on  corporations'?  We  have  heard  that  in 
reality  it  is  an  excise  tax  and  is  shifted  on  the  consumer.  Now 
with  all  deference  to  the  defenders  of  that  view,  I  should  feel 
doubtful  about  that.  It  had  to  be  called  an  excise  tax  at  the 
time  for  legal  and  constitutional  reasons.  But  economically 
was  it  an  excise  tax  and  is  it  an  excise  tax?  Kemember  that 
it  is  imposed  either  on  public  service  corporations  or  on  other 
corporations.  Insofar  as  it  is  imposed  upon  public  ser^ace 
corporations,  where  rates  are  regulated  by  the  government,  the 
tax  cannot  lead  to  an  increase  of  rates,  nor,  broadly  speaking 
would  the  payment  of  this  tax  be  considered  by  any  public 
service  commission  as  a  fair  ground  for  the  increase  of  rates 
on  the  modern  theory  of  accounting.  And  as  regards  the  non- 
public service  corporations,  remember  that  corporations  in 
business  have  to  compete  with  partnerships  and  individuals 
in  the  same  line  of  business  and  in  other  lines  of  business,  and 
that  under  those  conditions  it  is  far  more  difficult  to  shift  a 
tax  to  the  public;  so  that  a  tax  of  this  kind  would  really  be  a 
tax  on  net  profits,  borne  by  the  corporation.  If  it  is  borne 
by  the  corporation  it  is  borne  by  the  shareholder;  if  it  is 
l)orne  by  the  shareholder  it  is  a  tax  on  the  shareholder  and  not 
on  the  corporation. 
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Secondly,  as  regards  the  holder.  There  is  no  doubt  but  that 
the  tax  free  clause  created  most  of  the  difficulty  in  this  whole 
matter.  But  remember  again  the  theory  of  the  incidence  of 
taxation  and  of  the  capitalization  of  taxation;  and  remember 
furthermore  that  the  weakness,  so  far  as  it  is  a  weakness,  is 
being  cured  by  the  lapse  of  time,  because  in  our  law  such  tax 
free  clauses  are  in  future  impossible.  Upon  every  bond  issued 
after  the  passage  of  the  law,  such  a  tax  free  clause  is  declared 
invalid.  As  regards  all  the  future  holders  of  future  bonds, 
which  of  course  in  the  course  of  time  will  become  present 
bonds,  the  whole  objection  is  removed  and  the  corporation  will 
not  have  to  bear  and  will  not  be  allowed  to  bear  the  burden  of 
the  tax. 

But  even  at  present  what  difference  does  it  make  after  all 
in  the  end  whether  a  bondholder  does  or  does  not  pay  a  tax  on 
the  interest  on  the  bonds.  Where  he  is  not  the  original  holder 
of  the  bond  but  where  he  has  to  buy  the  bond  in  the  market — 
and  all  bonds  after  a  time  are  all  sold  in  the  market— it  simply 
means  he  pays  so  much  more  or  less  for  the  capitalized  value 
of  the  bond ;  according  as  the  interest  is  or  is  not  taxed ;  that 
is  the  point  which  has  been  so  completely  overlooked  when 
you  deal  with  the  theory  of  the  incidence  of  taxation  and  the 
burden  of  taxation.  So  far  as  the  present  owners  of  certain 
small  classes  of  bonds  are  concerned,  I  concede  that  there  is 
this  difficulty,  but  as  soon  as  the  bond  is  sold  it  does  not  make 
any  difference  whether  the  corporation  pays  the  tax  or  the 
individual  pays  the  tax  because  the  ultimate  incidence  of  the 
tax  is  precisely  the  same. 

Furthermore,  one  great  reason  why  the  principle  of  collec- 
tion at  source  was  decided  on,— and  in  my  opinion  it  will  be 
retained  although,  of  course,  amended— is  because  in  a  country 
like  the  United  States,  where  there  is  so  much  capital  in- 
vested from  abroad,  where  there  is  so  much  absentee  ownership, 
not  alone  absentee  ownership  of  bonds  but  especially  of  land 
and  of  capital  invested  in  business,  if  you  have  simply  the 
system  of  a  personal  return  or  even  the  system  of  information 
at  source,  you  are  not  going  to  get  that  immense  amount  of 
income  whjeh  goes  to  people  who  are  not  citizens  of  the  United 
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States  or  who,  if  they  are  citizens  of  the  United  States,  live 
abroad.  The  only  way  you  can  get  at  that  immense  mass  of 
income  is  through  some  form  of  collection  at  source.  That  is 
the  one  great  point,  and  that  is  where  the  American  system 
differs  from  the  system  of  Wisconsin  and  from  the  system 
of  the  European  states.  When  the  time  comes  when  we  shall 
be  a  lending  instead  of  a  borrowing  country,  the  situation  may 
be  very  different.  But  under  present  conditions  I  should 
consider  that  the  abandonment  of  the  system  of  collection  at 
source  would  be  hazardous.  I  concede  that  there  are  grave 
difficulties  connected  with  it;  I  concede  that  there  are  em- 
barrassments ;  I  concede  that  there  are  complexities  which  can 
and  ought  to  be  removed,  some  by  administrative  ordinance, 
some  by  legislation.  But  I  should  urge  upon  you  a  careful 
consideration  of  the  fact  whether  the  peculiar  conditions  of 
the  American  economic  situation  in  the  light  of  the  experience 
of  our  civil  war  tax  and  of  the  English  system,  ought  not  to 
predispose  us  somewhat  to  soften  the  asperity  of  our  verdict 
against  the  system  of  collection"  at  source. 

Finally  you  must  remember  that  in  order  to  judge  of  any 
system  rightly  you  must  give  it  time.  This  thing  was  dumped 
upon  the  country.  They  had  no  time  to  think  of  it.  Even 
now,  as  Mr.  Speer  says,  some  of  the  fundamental  problems 
involved  in  the  law  are  not  understood.  The  question  is,  what 
is  income ;  what  is  the  difference  between  capital  and  income. 
Those  questions  are  only  beginning  to  be  studied  by  the  econ- 
omists and  have  scarcely  begun  to  be  taken  up  by  taxing 
officials.  We  have  to  give  the  country  time,  and  I  know  that 
it  is  the  opinion  of  those  in  power  today  at  Washington,  that 
any  change  of  any  importance  is  not  going  to  be  made  in  this 
law  until  ample  time  has  been  given  to  realize  the  fact  as  to 
whether  it  really  can  be  made  workable ;  whether  its  complexi- 
ties and  ambiguities  can  be  removed,  and  whether  it  can  really 
yield  the  income  and  give  the  justice  that  is  desired.  If  it  is 
found  that  we  cannot  use  it,  why  then  will  be  the  time  to 
perhaps,  if  necessary,  put  forward  our  endeavors  for  a  com- 
plete change  of  the  whole  theory  of  the  tax ;  but  until  then  I 
should  urge  upon  all  to  withhold  their  disapprobation  of  a 
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system  which  is  on  the  whole  unique  in  the  world  and  which 
is  indeed  now  being  administered  under  conditions  which  are 
of  themselves  unique.     (Applause.) 

Mr.  Kalph  Norton  of  New  York:  Mr.  Chairman  and 
Gentlemen  of  the  Conference,  it  is  always  helpful  to  get  the 
viewpoint  of  the  other  man.  This  morning  we  have  had  the 
pleasure  of  listening  to  papers  upon  different  aspects  of  the 
income  tax  law,  its  administration,  its  effects  and  defects.  To 
me  these  have  all  been  interesting  and  instructing.  Any  one, 
no  matter  how  little  in  touch  with  the  subject,  could  not  help 
but  be  benefited  by  the  scholarly  and  illuminating  discussion 
of  Professor  Bullock,  the  practical  difficulties  suggested  in 
Mr.  Rearick's  paper  and  the  administrative  problems  recited 
by  Mr.  Speer.  With  others,  I  can  only  regret  that  the  neces- 
sity of  helping  to  frame  new  income  producing  legislation  has 
prevented  the  presence  of  Congressman  Hull.  I  am  sure  that 
we  all  should  appreciate  hearing  from  a  source  very  close  to 
headquarters  as  to  whether  the  law  needs  amendment. 

The  impression  that  I  got  from  the  papers  this  morning  and 
the  discussion  which  followed  was  three-fold:  first,  that  there 
is  a  very  evident  general  dissatisfaction  with  the  feature  of  the 
law  requiring  collection  of  the  greater  portion  of  the  tax  at 
the  source;  second,  that  there  is  objection  because  of  the  ex- 
pense of  that  collection ;  and,  third,  that  there  is  objection  be- 
cause of  the  injustice  and  inequity  which  results  from  the 
collection  at  the  source  of  the  tax  on  bond  interest.  While  I 
believe  that  in  every  instance  the  laborer  is  worthy  of  his  hire, 
I  shall  not  attempt  to  elaborate  the  second  point  which  has 
been  so  ably  discussed  today  further  than  to  give  you  one 
example  which  I  believe  was  not  referred  to  by  any  of  the 
speakers.  That  results  from  this  situation :  the  majority  of 
corporate  mortgages  and  the  language  of  the  corporate  bonds 
themselves  prescribe  that  they  shall  be  payable  at  a  particular 
bank  or  particular  paying  agency.  In  New  York  the  banks 
which  act  as  fiscal  agents  under  the  terms  of  the 
bonds  and  mortgages,  almost  without  exception,  have 
fixed  an  absolute  standard  of  price  for  their  services  in  con- 
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nection  with  paying  these  coupons  and  are  collecting  such  tax 
as  may  be  due  the  government.  That  price  is  either  one-eighth 
of  one  per  cent  of  the  amount  disbursed  as  interest,  or,  if  the 
corporation  does  not  choose  to  do  that,  a  deposit  of  the  whole 
amount  of  interest  to  be  paid  is  required  to  l3e  made  thirty 
days  before  the  date  for  payment.  You  can  readily  observe 
that  this  means  real  money  to  the  bank  and  thus  increases  the 
cost  of  collecting  this  tax  for  the  government.  Either  way 
it  means  an  increased  expense  to  the  corporation  debtor. 

On  the  third  point  which  was  discussed,  the  injustice  and  in- 
equity of  the  tax  on  bond  interest,  I  profess  to  have  some  very 
decided  views.  Most  of  what  I  intended  to  say  has  been  covered 
by  the  paper  of  Mr.  Rearick.    The  covenant  to  which  he  calls 
attention  was,  as  I  am  practically  assured,  the  result  of  the  civil 
war  revenue  acts.  It  w^as  inserted  in  corporate  bonds  to  prevent 
the  shifting  of  an  excise  tax  on  the  corporation  to  the  individual 
bondholders.  The  result  under  this  law  is  to  shift  the  individual 
income  tax  to  the  corporation,  a  result  which  is  directly  con- 
trary to  that  intended.     Here  again  I  can  perhaps  give  you 
an  example.    One  of  the  railroads  with  which  I  am  connected 
is  largely  owned  by  members  of  one  family  and  we  annually 
pay  to  members  of  that  family  over  sixty  per  cent  of  interest 
upon  a  bond  issue  of  forty  millions  of  dollars.    Not  a  member 
of  that  family  pays  one  dollar  of  normal  income  tax  on  that 
income,  and  the  reason  for  it  is  solely  because  of  the  method 
of  collecting  the  tax.    I  firmly  believe  that  some  change  in  the 
administrative  provisions  of  the  law  which  would  shift  the 
incidence  of  this  burden  from  the  corporation  to  the  recipient 
of  the  income  is  something  which  should  be  advocated  by  this 
association  and  which  should  meet  with  hearty  approbation 
by  members  of  congress.     We  tried  to  do  something  of  that 
kind  in  Washington  last  spring  but  it  was  not  successful. 
There  seemed  to  be  a  very  widespread  notion  that  any  legis- 
lative declaration  which  would  impose  upon  the  bondholder  his 
tax— his  proper  tax— under  this  law  would  be  a  repudiation 
of  the  contractual  obligation  of  the  corporation  under  the 
covenant  to  which  I  have  referred.    That  is  not  the  case.    This 
obligation  attaches  only  in  the  event  of  a  governmental  obliga- 
tion to  deduct  the  tax. 


DISCUSSION— INCOME  TAX  327 

A  scheme  which,  has  been  referred  to  by  Mr.  Rearick,  of 
which  I  may  claim  to  be  the  author,  the  proposed  substitution 
of  stamps  for  the  collection  of  this  particular  tax— it  seems  to 
me  would  solve  the  difficulty.     Mr.  Wiley,  this  morning,  in 
discussing  this  matter  said  he  thought  it  would  complicate  the 
accounting  features  in  connection  with  the  income  tax.     I 
do  not  believe  that  is  so.    Under  the  present  scheme  the  com- 
pany which  collects  the  tax  has  to  open  an  income  tax  account 
with  respect  to  its  bond  interest.    If  the  scheme  which  has  been 
suggested  for  stamps  were  in  effect  there  would  be  no  such 
entries.     All  the  corporation  would  have  to  do  would  be  to 
certify  to  the  collector  of  internal  revenue  that  it  had  paid 
out  during  a  certain  month  coupons  to  such  a  value,  and  of 
those  coupons  fifty  per  cent,  say,  had  attached  to  them  proper 
internal  revenue  stamps,  which  of  course  would  be  kept  by  the 
company  subject  to  the  inspection  of  the  government,  and  that 
the  balance  had  attached  to  them  proper  certificates  claiming 
exemption,  and  those  would  be  turned  over  to  the  collector. 
This  shows  that  there  would  be  no  entries  on  tlie  company's 
books  whatsoever.    It  would  have  no  money.  The  money  would 
be  paid  to  the  government  agents  as  the  stamps  w^ere  bought. 
The  other  suggestion  that  the  stamps  be  in  two  parts  pro- 
tects the  individual  bondholder.     He  would  put  one  part  on 
his  coupon  and  thus  evidence  the  payment  of  the  tax.     He 
would  retain  the  other  part  to  attach  to  his  individual  return 
in  case  he  wanted  to  get  the  benefit  of  the  tax  which  he  paid 
in  that  amount.     I  think  that  scheme  has  a  great  many  ad- 
vantages and  so  far  as  I  have  heard  no  vital  defects.     Obvi- 
ously, it  would  right  a  great  present  injustice.    It  would  make 
the  bondholder  pay  his  own  tax  and  relieve  the  corporations— 
and,  through  it,  the  common  stockholders— from  that  burden. 
It  seems  to  me  it  would  do  away  with  a  great  mass  of  the  work 
of  the  administrative  department  under  this  law.    Government 
agents  would  not  have  to  compare  the  thousands  of  certificates 
which  in  the  majority  of  cases  are  filed  in  New  York  for  all 
over  the  country.    Furthermore  the  government  would  get  the 
money  for  this  tax  as  it  was  paid;  it  would  not  have  to  wait 
a  year.    Every  one  of  these  things  leads  me  to  the  conclusion 
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that  this  stamp  scheme  presents  a  possible  solution  for  one  of 
the  real  difficulties  of  the  law  which  merits  real  attention.  I 
thank  you. 

Chairman  Galloway:  We  have  a  few  more  minutes  to 
devote  to  the  discussion  of  this  subject. 

Mr.  A.  C.  Pleydell  of  New  Jersey:  The  discussion  of  the 
income  tax  proposition  so  far  has  been  given  over  almost 
wholly  to  administrative  questions,  and  the  expediency  at 
least  of  the  principle  has  been  accepted  without  question,  I 
think  it  is  appropriate  at  this  time  to  challenge  the  theory. 
The  principle  to  my  mind  which  should  govern  taxation  is  that 
taxes  should  be  levied  upon  property  or  upon  privileges  or 
governmental  services  and  not  upon  persons.  To  levy  personal 
taxes  is  a  backward  step.  Of  course  I  will  agree  at  once  that 
the  federal  income  tax  has  advantages  over  some  of  the  taxes 
which  it  replaces  in  that  it  does  not  fall  according  to  consump- 
tion, and  that  in  the  main  it  is  not  shifted ;  a  purely  personal 
income  tax  would  not  be  shifted.  It  has  the  advantage  of 
making  the  taxpayer  feel  the  burden. 

We  have  heard  it  argued  that  the  defects  of  the  income  tax 
are  due  chiefly  to  that  part  of  it  which  to  my  mind  is  its  chief 
administrative  merit— the  collection  at  source,  which  does  in- 
volve a  certain  amount  of  specific  taxation  in  reaching  the 
thing  regardless  of  the  willingness  of  the  individual  taxpayer 
to  make  his  return;  but  it  has  been  argued  here  this  morning 
that  the  income  tax  would  work  admirably  if  it  were  made 
an  entirely  personal  tax  and  dependent  upon  the  loyalty  of  the 
taxpayer.  Although  I  am  rather  an  extreme  individualist,  I 
believe  that  no  government  ought  to  be  an  object  of  charity 
from  its  citizens.  It  is  one  thing  to  require,  in  a  democratic 
country,  the  consent  of  the  whole  people  to  the  kind  of  tax 
system  established;  it  is  quite  another  thing  to  advocate  a 
system  by  which  each  individual  taxpayer  is  himself  the  final 
judge  of  the  amount  of  the  contribution  which  he  will  make. 
And  that  is  what  this  personal  liability  simmers  down  to  un- 
less you  at  once  nullify  it  by  imposing  such  enormous  pains 
and  penalties  as  practically  amount  to  a  coercion.     I  do  not 
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believe  that  the  present  income  tax  is  going  to  be  modified  in 
that  direction,  I  think  it  would  be  a  mistake  if  it  were  so 
modified. 

It  has  often  been  said  that  the  reason  tlie  personal  property 
tax  broke  down  was  not  because  of  the  difficulties  of  assess- 
ment but  because  of  the  high  rate.  Sooner  or  later  we  must 
face  the  question  whether  the  income  tax  is  to  be  the  main 
reliance  of  the  federal  government,  or  whether  other  sources 
of  revenue  must  be  sought.  If  it  is  the  main  reliance,  with 
personal  liability,  then  we  will  have  the  same  experience  as 
with  the  personal  property  tax,  in  that  the  increasing  demand 
for  revenue  will  so  raise  the  rate  as  gradually  to  encourage 
evasion.  This  does  not  mean  that  every  one  is  a  liar.  It  means 
that  the  instinct  of  self-preservation  is  extremely  strong  and 
if  a  small  number  can  so  successfully  evade  a  tax  as  to  put 
their  business  competitors  at  a  disadvantage,  even  the  funda- 
mentally honest  man  is  tempted  to  evade  also.  We  see  that 
every  day  in  regard  to  the  general  property  tax. 

In  the  matter  of  federal  taxation,  there  is  another  objection 
to  the  income  tax.  It  cannot  help  but  be  unfair  in  its  inci- 
dence between  different  sections  of  the  country,  no  matter 
how  the  exemptions  are  placed.  I  do  not  say  that  because  one 
part  of  the  country  has  more  wealth  than  another.  I  am  not 
complaining  that  one  state  pays  more  than  another  in  propor- 
tion to  its  population.  If  it  is  wealthy  it  probably  should. 
But  there  are  many  parts  of  this  country  where  an  income  of 
$1,000  a  year  will  give  a  man  many  of  the  comforts  of  life  and 
enable  him,  if  he  is  thrifty,  to  save  a  little  money,  whereas  a 
thousand  dollars  in  other  places  will  leave  him  continually  in 
debt. 

Recognizing  that  the  income  tax  has  come  to  stay,  I  hope 
it  will  be  kept  down  to  a  minimum,  and  if  we  are  going  to 
have  any  expansion  it  will  only  be  under  the  pressure  of  war 
or  necessity  or  emergency.  I  believe  in  having  a  small  income 
tax  so  we  can  have  the  machinery  oiled  and  use  it  effectively 
in  emergency.  But  I  think  the  income  tax  primarily  is  an 
emergency  tax. 

It  has  been  suggested  several  times  in  these  conferences  that 
a  good  plan  to  raise  state  revenue  is  by  apportioning  the  neces- 
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sary  amount  required  by  the  state  upon  the  local  communi- 
ties in  proportion  to  their  income  derived  from  taxation.  I 
propose  that  this  plan  be  carried  one  step  further.  I  suggest 
that  the  best  way  of  raising  the  federal  revenue,  in  the  main, 
is  to  apportion  against  the  various  states  their  share  of  needed 
federal  revenue  on  the  basis  of  the  total  taxes  collected  in 
each  state  and  its  subdivisions.  I  have  worked  out  the  figures 
and  they  show  that  it  does  not  make  an  unfair  distribution, 
taking  into  consideration  population  and  wealth.  It  has  the 
immense  advantage  under  our  federal  system  of  government 
that  it  leaves  the  state  absolutely  free  to  run  its  tax  system  in 
its  own  way,  leaves  the  greatest  amount  of  states'  rights,  and 
at  the  same  time  will  give  the  federal  government  the  necessary 
revenue. 

Mr.  Lawson  Purdy  of  New  York:  Mr.  Chairman  and 
Gentlemen :  I  think  the  income  tax  has  come  to  stay  and  that 
the  collection  at  source  has  come  to  stay,  but  I  do  believe  that 
a  very  slight  change  in  the  law  may  be  made  which  will  elim- 
inate at  one  stroke  all  those  difficulties  of  collection  which  have 
been  so  well  described  this  morning  and  will  apportion  to  the 
community  far  more  favorably,  far  more  fairly,  the  burdens 
than  it  does  now.  It  has  been  said  this  morning  that  this  tax 
as  now  imposed  on  corporations  is  a  gross  injustice  to  the 
holders  of  common  stock.  Some  three  years  ago  or  more  I 
pointed  that  out  to  this  conference,  I  think  it  was  at  Louisville, 
that  the  excise  tax  on  corporations  was  an  injustice;  very 
small,  if  it  had  been  larger  the  injustice  would  have  been  mor3 
apparent.  This  tax  falls  exclusively  as  a  rule  upon  the  holders 
of  common  stock.  They  pay  the  tax  for  the  preferred  stock- 
holders and  they  pay  the  tax  for  the  bondholders  where  there 
is  a  contract  by  the  corporation  with  the  bondholders  of  tlie 
corporation  that  the  corporation  will  pay  any  tax  which  it  is 
required  to  deduct. 

Again,  there  is  great  objection  throughout  this  country  to 
the  very  high  exemption  of  four  thousand  dollars  for  married 
persons  and  three  thousand  dollars  in  the  case  of  single  per- 
sons, a  very  great  exemption.     On  the  other  hand,  from  an 
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administrative  standpoint  to  reduce  that  exemption  until  the 
law  is  working  smoothly  would  be  the  height  of  folly.  If 
you  drop  your  exemption  from  three  to  two  thousand,  you 
probably  multiply  by  five  the  number  of  persons  paying  tax 
and  multiply  by  ten  the  difficulties  of  administration.  Later 
on  when  the  law  is  working  smoothly,  when  it  has  been 
amended  in  certain  particulars,  the  present  exemptions  might 
well  be  reduced,  but  to  meet  that  condition  a  slight  change 
is  sufficient.  There  is  no  occasion  for  any  exemption  at  all  in 
respect  of  income  derived  from  investments  where  the  tax  is 
collected  at  source.  Abolish  the  exemptions  absolutely  in  re- 
spect of  all  taxes  upon  income  collected  at  source. 

Second,  do  not  tax  a  corporation  at  all;  make  the  corpora- 
tion tax  collector.  We  have  heard  this  morning  a  good  state- 
ment of  the  great  difficulties  in  the  way  of  determining  what 
the  corporation 's  net  income  is.  All  that  is  wholly  unnecessary 
and  only  provocative  of  gross  injustice.  Let  the  corporation 
pay  the  United  States  one  per  cent,  if  that  is  the  tax,  and  let 
the  tax  follow  the  dividends  it  pays  whether  common  or  pre- 
ferred, and  follow  the  interest  it  pays  where  it  has  no  contract 
with  those  to  whom  the  interest  is  to  be  paid.  Where  such  a 
contract  exists  the  tax  must  be  collected  from  the  bondholders. 
In  the  course  of  time  all  these  existent  bonds  carrying  such  a 
contract  will  be  gone.  There  v/ill  be  no  more  of  them.  Where 
there  is  no  such  contract  let  the  corporation  pay  the  United 
States  one  per  cent  of  the  interest  that  it  has  paid.  When  it 
pays  interest  let  it  deduct,  where  it  has  no  contract,  from  the 
interest  the  one  per  cent  for  the  United  States.  Where  it  pays 
dividends  let  it  deduct  the  one  per  cent,  so  that  if  a  person 
would  be  entitled  to  one  hundred  dollars  in  dividends  he  ge^s 
a  cheek  for  ninety-nine.  He  knows  he  has  paid  a  tax  to  the 
United  States,  and  the  more  people  that  know  they  have  paid 
a  tax  to  the  United  States  probably  the  better  it  will  be.  This 
very  simple  method  does  away  with  all  these  difficulties  of 
collection  insofar  as  collection  is  made  through  corporations; 
does  away  with  all  the  difficulties  of  corporate  accounting. 
The  United  States  infallibly  gets  its  money.  The  people  them- 
selves have  the  tax  paid  for  them  so  they  know  it  has  been  paid 
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because  a  deduction  is  made  from  their  dividends  and  from 
their  interest. 

Professor  T.  S.  Adams :  Probably  the  larger  portion  of  my 
time  in  the  last  two  years  has  been  given  to  the  administration 
of  an  income  tax,  and  simply  to  get  them  into  the  record  I  wani. 
to  set  down,  certainly  without  a  sufficient  statement  of  the 
reasons,  certain  conclusions  which  have  been  forced  upon  me. 
The  first  of  those  conclusions  is  that  the  necessity  for  collec- 
tion at  source  has  been  greatly  exaggerated.  I  believe  thf^t 
experience  would  convince  any  one  who  worked  with  both 
methods  that  the  major  portion  of  the  truth  was  with  Profes- 
sor Bullock  this  morning.  I  should  say  that  no  part  of  the 
income  tax  return  is  so  accurate,  so  slightly  susceptible  to  in- 
crease by  investigation  and  effort  as  the  return  of  income  in  the 
form  of  dividends  and  interest.  We  scrutinize  that  part  of  the 
return  very  carefully.  We  get  a  great  deal  of  information 
at  the  source  of  which  the  taxpayers  do  not  know.  We  spend 
a  great  deal  of  time  in  checking  up  the  correctness  of  the 
payee's  return,  based  on  information  from  the  payor.  W-i 
almost  never  find  serious  discrepancies.  That  results  very 
largely,  I  am  convinced,  from  the  taxpayer's  honesty.  It  re- 
sults to  a  large  extent  from  his  knowledge  that  we  have  infor- 
mation ;  not  complete  information ;  it  is  not  necessary  to  have 
complete  information.  It  is  only  necessary  to  have  some  in- 
formation, the  exact  extent  of  which  the  taxpayer  does  not 
know. 

The  other  fact  about  which  I  want  to  express  the  deepest 
conviction,  is  the  essential  honesty  of  the  average  American 
taxpayer,  provided  tax  officials  are  reasonably  alert  and  pro- 
vided the  tax  rate  is  not  too  high.  The  tax  rate  is  possibly  the 
predominant  consideration  here.  I  have  discovered  many 
instances  of  corporations  returning  to  the  federal  government 
more  under  the  old  one  per  cent  tax  than  their  true  taxable 
net  income.  The  reasoning  of  the  coiporations  in  these  cases 
was  about  as  follows :  ' '  Well,  the  tax  rate  is  only  one  per  cent ; 
we  don't  want  to  have  any  question  of  doubt;  we  will  turn  it 
in  this  way  and  say  nothing  about  the  possible  excess." 
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Finally,  I  want  to  express  the  hope  that  this  association  may- 
find  the  means  and  opportunity  of  being  of  real  service  to 
Congress  in  the  simplification  and  improvement  of  the  fed- 
eral income  tax.  The  tax  is  here  to  stay.  It  has  been  accepted 
by  the  American  people  and  American  taxpayers  with  a  fine 
spirit  of  cooperation  and  civic  responsibility.  Yet  it  is  con- 
fessedly too  cumbersome,  too  expensive,  too  complicated.  It 
can  be  improved,  made  to  do  more  effectively,  and  more  easily, 
exactly  what  Congress  and  the  people  want  it  to  do.  There  are 
men  in  this  association  capable  of  pointing  out  in  detail  just 
where  and  how  it  can  be  improved,  holding  fast  to  that  which 
is  practical  and  good  in  "collection  at  the  source";  selecting 
some  alternative  or  modification  where  "collection-at-source" 
breaks  down.  We  do  not  wish  to  intrude,  to  force  ourselves 
upon  Congress,  but  when  the  inevitable  day  of  revision  and 
amendment  comes,  it  should  come  soon,  advantage  should  be 
taken  of  the  great  store  of  experience  and  expert  knowledge 
represented  by  the  membership  of  this  association, 

Mr.  Robert  Lynn  Cox  of  New  York :  The  newspapers  have 
stated,  and  it  seems  not  at  all  unlikely,  that  this  act  may  come 
up  for  amendment  by  Congress  at  this  session  in  view  of  the 
need  for  additional  revenue  which  now  confronts  the  federal 
government.  If  this  be  true  it  does  seem  to  me  that  some  ex- 
pression from  this  body  might  well  be  placed  on  record.  I 
have  the  feeling  that  we  pretty  generally  agree  that  the  law 
is  defective  and  unnecessarily  onerous  in  some  of  its  provisions : 
that  it  might  very  well  be  amended  to  the  end  that  it  may  be 
more  easily  administered.  Why,  therefore,  should  we  not 
consider  what  these  amendments  should  be  and  make  a  formal 
statement  of  our  opinion  on  the  subject?  So  far  as  business 
interests  are  concerned,  the  resentment  seems  to  run  chiefly 
against  its  provision  for  collection  at  the  source.  That  is  where 
it  imposes  what  seems  to  be  an  unreasonable  burden.  Even 
though  it  be  true,  as  Dr.  Seligman  suggested  this  morning, 
that  relief  from  its  hardships  will  come  gradually  as  bond 
issues  containing  exemption  from  taxes  mature,  why  should 
we  sjt  quietly  during  the  twenty-five  or  fifty  or  more  years 
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such  bonds  have  yet  to  run  and  suffer  an  annoyance  that  could 
be  met  by  proper  amendment  of  the  law?  It  seems  to  me  it 
would  be  time  enough  to  begin  our  present  collection  at  the 
source  when  we  are  rid  of  the  millions  and  billions  of  bonds 
now  outstanding,  containing  tax  free  provisions  which  result, 
as  Professor  Bullock  has  shown,  in  imposing  tax  burdens  not 
contemplated  by  the  law  itself.  Professor  Seligman  referred 
to  the  alternate  proposition  of  "  informatiou-at-the-source " 
as  a  substitute  for  coUection-at-the-source  and  I  believe  most 
of  us  would  agree  that  this  would  relieve  the  law  of  one  of  its 
worst  features  with  little  or  no  loss  of  revenue  to  the  Govern- 
ment. 

If,  as  reported,  they  are  considering  in  Washington  the 
matter  of  raising  more  revenue  through  income  taxation,  why 
should  we  not  recommend  a  substantial  reduction  in  the  exemp- 
tion offered  to  personal  taxpayers.  Under  our  form  of  gov- 
ernment taxes  are  imposed  by  a  majority  vote  of  citizens.  It 
is  important,  therefore,  that  any  burden  imposed  should  not 
be  confined  to  a  small  class  but  should  be  felt  by  a  large  and 
representative  number  of  citizens.  Only  in  this  way  can  we 
ovoid  the  evils  of  class  legislation  and  we  know  it  has  been 
urged  with  some  force  that  the  present  income  tax  law,  with  its 
exemptions  of  $3,000.00  and  $4,000.00,  may  be  properly  char- 
acterized as  class  legislation.  "We  have  heard  a  great  deal  here 
today  (and  properly  enough)  about  the  evil  effects  of  a  tax 
law  which  is  open  to  evasion  and  that  such  a  law  is  destructive 
to  the  morals  of  a  community.  Wliy  should  we  not  consider, 
therefore,  the  moral  effect  of  a  tax  law  whose  burdens  fall 
upon  less  than  1  per  cent  of  the  people,  How  can  we  expect 
the  majority  of  voters  to  do  justice  in  the  administration  of  a 
law  whose  burdens  do  not  come  anywhere  near  touching  them 
or  their  fellow  citizens  with  whom  they  come  in  contact? 

Now,  it  seems  to  me  that  if  we  hold  the  opinion  that  this 
law  should  be  amended  by  substituting  for  the  plan  of  col- 
lection-at-the-source  the  provision  of  "  information-at-the- 
source"  and  that  the  exemptions  of  the  law  should  be  reduced 
to  the  end  that  it  might  reach  a  larger  number  of  voters,  we 
ought  to  say  so  at  this  convention.  Surely  Congress  is  entitled 
to  know  what  the  judgment  is  of  this  organization,  made  up 
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largely  of  tax  experts  and  tax  officials,  having  to  do  with  the 
practical  administration  of  tax  laws.  I  sincerely  hope  the 
convention,  before  it  adjourns,  will  see  fit  to  adopt  a  resolution 
covering  at  least  the  suggestions  to  which  I  have  referred  and 
which  have  been  so  ably  brought  to  our  attention  in  the  papers 
which  have  been  presented  here. 

Chairman  Galloway:  I  would  like  to  suggest  that  the 
gentleman  put  those  two  points  in  the  form  of  a  resolution  and 
submit  it  to  the  committee  on  resolutions. 

Mr.  Robert  Lynn  Cox  of  New  York :  I  have  done  that.  I 
may  not  be  allowed  to  speak  at  that  time  but  I  hope  it  may 
be  considered  favorably. 

Mr.  A.  E.  Holcomb  of  New  York :  Professor  Seligman  made 
the  statement  that  under  accounting  rules,  the  tax  cannot  be 
shifted  to  the  consumer.  I  want  to  call  attention  to  one  pro- 
vision of  the  income  tax  law  affecting  public  service  corpora- 
tions. As  a  matter  of  practical  fact  there  is  probably  no  such 
thing  as  a  single  large  transportation  corporation  in  existence. 
The  diverse  laws  of  this  country  are  such  that  each  operating 
system  requires  numerous  corporations  incorporated  under  the 
laws  of  each  state  in  which  it  operates.  Of  course  for  pur- 
poses of  efficient  administration  and  operation,  one  company 
assumes  general  control  and  very  often  takes  its  return  in 
dividends  from  its  subsidiary  corporations  for  which  it  sup- 
plies capital.  The  point  is  that  this  law  discriminates  in  favor 
of  individuals  and  provides  that  in  the  case  of  corporatons 
when  a  corporation  receives  a  dividend  from  another  corpora- 
tion there  is  a  tax  levied  upon  it.  The  practical  effect  is  that 
there  is  thus  levied  upon  one  source  multiple  taxation  upon  the 
same  income.  Now  the  very  fact  that  these  taxes  cannot  be 
shifted  directly  as  they  are  not  operating  expenses,  must  re- 
sult sooner  or  later  either  in  deterioration  of  service  or  in 
decrease  in  surplus  reserves,  which  will  affect  the  staying 
power  of  our  great  transportation  corporations  as  they  are  at 
present  organized  and  operated  and  as  they  must  be  operated 
for  some  time  to  come.  It  seems  to  me  that  we  should  not 
overlook  the  effect  of  that  particular  feature  of  the  income 
tax  law  as  applied  to  a  large  class  of  corporations. 
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C.  M.  Zander 
Chairman,  Sta,te  Tax  Commission,  Phoenix,  Arizona 

Mr,  Chairman  and  Gentlemen  of  the  Conference :  The 
committee  on  the  Taxation  of  j\Iines  and  Mineral  Lands  has  no 
report  other  than  that  progress  has  been  made  in  investigating 
the  taxation  of  those  mines  that  are  undeveloped  and  those 
mines  that  are  merely  patented  or  in  other  words  are  mere 
prospects.  It  has  given  this  subject  much  consideration  during 
the  year,  but  has  not  yet  been  able  to  arrive  at  definite  con- 
clusions on  this  very  intricate  question.  However,  I  will  read 
on  request  the  paper  that  I  was  unable  to  present  at  the  be- 
ginning of  the  session  on  the  Taxation  of  IMetalliferous  Mines. 

It  seems  needless  to  say  to  this  body  of  men  that  no  class 
of  property  ever  organized  itself  and  voluntarily  came  forward 
and  paid  its  just  share  of  the  burden  of  government.  Always, 
that  property  that  was  easiest  to  get  at  was  the  first  to  be  taken. 
If  in  the  present  day,  taxes  from  all  classes  of  property  were 
easy  to  get  these  conferences  would  not  be  thought  of.  Be- 
cause certain  classes  of  property  are  either  hard  to  find  or  are 
difficult  to  value  when  they  are  found  is  why  we  have  to  rack 
our  brains  to  evolve  some  scheme  that  wiU  get  them.  There 
was  a  time  when  it  was  a  club  to  get  with  and  a  club  to  resist 
with,  but  now  it  is  intellect  against  intellect.  ]Mines  that  are 
paying  are  easily  found,  in  fact  it  would  be  impossible  to  pass 
them  by  for  their  reputation  could  be  likened  to  a  sky-rocket 
that  shoots  into  the  heavens  and  bursts  in  splendor  on  the 
admiring  gaze  of  the  populace.  But  when  they  are  found, 
what  are  they  worth  ?  Practically  no  attempt  has  been  made 
to  determine  the  value  of  a  m.etalliferous  mine  in  this  country 
except  in  the  states  of  Michigan,  Wisconsin  and  Minnesota. 

Where  the  taxation  of  metalliferous  mines  is  still  an  acute 
question  there  are  perhaps  just  four  reasons  why  it  is  so. 

First  the  mines  are  not  paying  enough  and  likely  never 
have  paid  enough. 

Second :  They  do  not  want  to  pay  more. 

Third :  They  are  a  wasting  heritage  of  the  state. 
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Fourth :  The  difficulty  of  ascertaining  how  much  tliey 
should  pay. 

On  account  of  the  human  equation  reflected  by  the  first  two 
reasons  they  have  a  direct  bearing  on  the  fourth  and  because 
present  methods  have  not  overcome  the  second  and  removed 
the  first  only  emphasizes  the  necessity  of  solving  the  fourth. 

"When  the  third  is  solved  the  acuteness  of  the  question  will 
pass  for  as  is  now  the  attitude  with  this  class  of  property  in 
the  three  states  above  mentioned  and  with  all  classes  of  prop- 
erty everywhere  when  a  yard  stick  is  found  and  is  applied, 
opposition  ceases.  It  is  only  when  getting  the  best  of  it  that 
any  class  puts  up  a  fight  and  the  harder  the  fight  the  larger  the 
prize. 

Some  states  tax  mines  on  their  net  production  by  applying 
the  general  property  rate  to  the  net.  Would  any  one  have  the 
temerity  to  suggest  that  the  net  production  or  net  income  of 
any  mine  for  one  year  was  its  full  value  or  that  the  net  pro- 
ductions of  all  the  mines  of  a  state  was  more  than  a  mere  frac- 
tion of  their  value. 

Some  states  tax  their  mines  on  their  gross  production  and 
not  always  at  one  hundred  per  cent  of  the  gross  for  one  year 
and  the  general  property  rate  applied  to  that.  It  is  needless 
to  say  that  the  gross  production  of  all  the  mines  of  a  state  for 
one  year,  is  also  but  a  fraction  of  their  true  value. 

Colorado  and  Arizona  tax  their  mines  on  a  combination  of 
their  gross  and  net  production  which  method  finds  a  valuation 
of  one  and  one-third  times  the  gross  in  Colorado  and  two  times 
the  gross  in  Arizona.  Two  times  the  gross  of  the  Arizona 
mines,  consisting  for  the  most  part  of  large  deposits  of  copper, 
will  not  be  contended  by  any  one  to  be  their  full  value. 

Some  states  tax  their  mines  on  the  ad  valorem  basis  by  the 
local  assessors.  In  no  instance  does  this  method  find  a  valua- 
tion that  is  at  all  adequate  and  the  reason  is  obvious. 

By  taking  eight  of  the  principal  metalliferous  states  of  the 
"West  and  working  their  several  assessments  into  terms  of 
100  per  cent  valuation  and  comparing  this  valuation  with  the 
gross  production  of  these  states  a  rather  startling  result  is 
found. 

Following  is  the  table  showing  the  result : 
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These  figures  are  only  approximate,  but  they  can  be  taken 
to  show  the  real  situation  as  it  is.  For  all  mining  property 
in  these  states,  including  non-producers,  to  be  taxed  on  a  val- 
uation of  less  than  one  and  one-half  times  the  gross  production 
of  the  producing  mines,  assuming  all  other  property  to  be 
valued  at  100  per  cent,  is  a  full  demonstration  that  this  class 
of  property  is  not  paying  enough  taxes.  The  multiple  of  the 
gross  to  find  the  capital  value  in  other  classes  of  property 
ranges  all  the  way  from  three  to  ten.  If,  as  is  agreed  by  the 
advocates  of  the  gross  or  net  earnings,  mines  should  pay  as 
long  as  they  produce  without  respect  to  exhaustion  of  the  ore 
as  capital  then  the  mines  in  these  states  could  sustain  a  tremen- 
dous raise.  However  the  earnings  of  mining  property  have  no 
relation  to  the  earnings  of  other  classes  of  property  This 
property  in  these  states  is  perhaps  worth  one  billion  dollars 
instead  of  three  hundred  and  fifty  million.  It  constitutes  the 
greatest  class  of  wealth  in  the  west  and  it  seems  the  day  must 
be  near  when  it  must  pay  its  share  of  taxes. 

The  history  of  mine  taxation  clearly  demonstrates  that  this 
class  of  property  does  not  want  to  pay  more  taxes.  At  one 
time  or  another  it  has  used  every  means  to  resist  any  raise 
proposed  and  to  dodge  or  beat  the  taxes  laid.  At  all  times, 
even  in  the  recent  past,  when  charges  of  corruption  could  not 
so  generally  be  made  it  has  obstinately  opposed  every  effort 
to  collect  more  revenue  from  it.  These  statements  are  easily 
supported  by  facts,  but  it  would  serve  no  good  purpose  to 
quote  the  facts,  especially  as  the  mining  states  are  fully 
cognizant  of  them. 

It  can  be  stated  definitely  that  metalliferous  mines  consti- 
tute one  class  of  property  that  has  not  organized  itself  and 
come  forward  with  its  honest  part  of  the  government's  ex- 
pense. This  may  not  be  so  much  of  an  indictment  but  in  the 
light  of  the  past  it  certainly  gives  just  grounds  for  doubt  when 
they  come  forward  with  the  statement  that  they  want  to  pay 
their  just  proportion.  There  is,  at  least,  one  reason  that  in- 
fluences the  attitude  of  the  mining  industry  on  taxation  that 
does  not  bear  so  much  on  other  enterprises. 
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A  mine  is  not  enhanced  in  value  by  the  general  improve- 
ment of  the  state  or  locality  in  which  it  is  situated  and  along 
with  this  condition  is  the  contributory  one  that  in  nearly  all 
instances  the  stockholders  are  foreign  to  the  locality  in  which 
the  mine  is  situated. 

There  is  perhaps  not  a  class  of  men,  anywhere,  of  higher 
character,  more  splendid  ability  or  better  citizenship  than  the 
managers  and  superintendents  in  actual  charge  of  the  produc- 
ing properties.  But,  notwithstanding  this,  their  stockholders, 
living  far  removed  from  the  source  of  wealth,  clamor  for 
dividends  and  in  their  eagerness  to  get  them  take  little  note 
of  means  or  methods  to  produce  them.  So  the  order  from 
stockholders  is  to  beat  the  taxes  and  oppose  all  outlays  for 
public  improvements.  The  managers  even  have  great  difficulty 
to  have  their  budgets  include  items  of  expenditure  of  semi- 
public  nature  that  will  be  an  indirect  benefit  to  their  own 
properties.  Of  course  there  are  exceptions  to  this  last  state- 
ment. 

Some  may  contend  that  the  condition  is  just  the  reverse, 
that  the  owners  and  stockholders  are  willing  to  pay  their  taxes 
but  that  the  managers  keep  them  at  the  lowest  possible  figure 
in  order  to  make  a  showing  to  their  stockholders.  This  may 
be  true  in  some  instances  but  the  first  statement  is  undoubtedly 
true  as  to  the  situation  in  general. 

Railroad  corporations  whose  stocks  and  bonds  are  held  by 
people  foreign  to  the  location  of  the  roads  have  largely  ceased 
to  resist  their  taxes  and  in  fact  they  are  now  cheerfully  pay- 
ing them  if  they  are  expended  for  the  development  of  the 
territory  tributary  to  their  lines.  No  development  other  than 
mining  the  territory  surrounding  a  mine  increases  the  amount 
of  ore  in  the  mine  and  no  development  that  could  be  brought 
about  by  taxation  would  result  in  any  benefit  to  the  mine  that 
could  not  better  be  secured  directly  by  the  operators  them- 
selves. 

The  one  thing  that  the  industry  receives  from  taxation  is 
protection.  Although  the  cost  of  protection  to  the  state  is 
high  the  operators  always  obtain  it  by  begging  the  question 
on  the  statement  that  the  state  cannot  afford  to  allow  the  Indus- 
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try  to  suffer.  There  being  no  pecuniary  inducement  for  mining 
companies  to  pay  taxes  and  the  stockholders  clamoring  always 
for  dividends  with  which  to  develop  and  beautify  their  own 
home  sections,  it  is  indeed  possible  to  believe  that  adequate 
taxes  from  metalliferous  mines  will  be  an  involuntary  contri- 
bution to  society. 

It  is  evident  that  taxes  can  not  be  laid  on  the  mining  in- 
dustry because  of  the  benefits  received  by  the  industry  to  the 
same  extent  that  they  can  be  laid  on  nearly  all  other  classes  of 
property.  Viewed  from  another  angle  however,  a  very  sound 
reason  is  found  for  laying  at  least  the  same  tax  on  this  class 
as  is  laid  on  other  classes. 

All  property  in  the  state  belongs  to  the  state  for  the  benefit 
of  society.  Possibly,  all  other  natural  resources  remain  in  per- 
petuity if  properly  conserved  and  are  always  available  and 
usually  the  proceeds  derived  froni  all  other  classes  are  re- 
invested within  the  state.  In  short  all  natural  resources  are 
the  heritage  of  the  state  and  all  other  wealth  is  created  by 
society  and  society,  on  that  account,  has  its  claim  upon  it.  It 
foUows,  then,  that  mineral  w^ealth  is  certainly  a  heritage  of 
the  state  and  should  be  so  regarded  by  the  state  and  therefore 
the  state  is  entitled  to  its  just  proportion  of  that  wealth  as  it 
is  made  available  for  the  uses  of  society. 

Some  countries  recognize  this  principle  by  holding  title  to 
all  their  mineral  wealth  and  giving  only  the  privilege  of 
operation,  taking  the  government's  share  in  one  form  or  an- 
other. This  principle  is  taking  firm  hold  in  this  country  with 
respect  to  other  natural  resources  than  metals.  The  federal 
government  has  of  recent  years  made  strenuous  efforts  to 
retain  its  title  to  its  water  power,  forests,  oil  lands  and  coal 
lands. 

If  the  state  does  take  the  same  amount  of  taxes  from  metalli- 
ferous mines  that  it  takes  from  other  classes  of  property  it 
should  by  no  means  dissipate  the  revenue  nor  should  it  even 
use  it  all  for  current  expenses.  This  wealth  is  being  exhausted 
and  rapidly  so.  "What  wealth  ^Yill  take  its  place  when  it  is 
gone?  Most  assuredly,  sound  political  economy  demands  that 
the  state  make  some  provision  for  the  day  of  reckoning. 
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It  is  a  sad  commentary  on  the  governments  of  the  western 
states  to  recall  the  manner  in  which  this  wealth  has  been 
treated.  Millions  and  millions  in  wealth  have  been  produced 
by  different  sections  of  the  west  and  shipped  away,  for  the 
most  part,  out  of  the  states  and  practically  none  of  the  treas- 
ure finding  its  way  into  the  development  of  permanent  wealth 
within  the  states.  Sections,  counties  and  even  states  have 
flourished,  waxed  great  and  then  become  destitute,  their  re- 
sources and  opportunities  dissipated. 

The  immediate  remedy  that  presents  itself  is  the  develop- 
ment of  agriculture  and  water  power  which  in  the  west  today 
is  each  the  handmaiden  of  the  other.  There  is,  perhaps,  no 
state,  certainly  not  any  western  state  but  what  has  almost 
unlimited  possibilities  in  these  two  resources.  If  a  certain 
part  of  the  taxes  obtained  from  metalliferous  mines  was  laid 
aside  each  year  to  accumulate  in  a  fund  large  enough  to  suc- 
cessfully develop  these  two  resources  the  question  would  seem 
to  be  solved.  As  one  resource  was  exhausting  itself  another 
would  be  taking  its  place.  As  Peter  died  Peterson  would  take 
up  his  burdens. 

The  difficulty  of  ascertaining  how  much  the  metalliferous 
mines  should  pay  largely  consists  of  the  opposition  interposed 
by  the  operators.  Any  effort  on  mine  taxation  is  always  met 
with  assertions  to  the  effect  that  great  care  should  be  used  as 
there  is  great  hazard  in  the  industry,  the  least  thing  might 
work  disaster.  Excessive  taxes  will  stifle  the  industry  and 
many  mines  will  cease  to  operate  and  new  money  can  not  be 
had.  These  contentions  although  they  have  been  urged  with 
greater  effect  than  perhaps  all  others  have  nothing  in  fact  in 
them  where  a  genuine  attempt  is  made  to  find  the  value  of 
mining  properties.  Any  property  that  could  not  pay  a  divi- 
dend and  its  taxes  and  which  gave  no  promise  of  ever  being 
able  to  do  so  could  not  be  taxed  at  all  on  a  basis  of  real  value. 
Whatever  tax  was  laid  would  have  to  be  based  on  some  other 
principle. 

Another  argument  advanced  against  taxes  on  mining  prop- 
erty is  that  taking  the  industry  as  a  whole  there  is  no  profit 
in  it.    That  there  has  been  more  money  put  into  the  industry 
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than  was  ever  taken  out.  This  ar^ment  is  also  untenable. 
Illegitimate  mining  accounts  for  most  of  the  losses.  Wild- 
catting  and  stock  jobbing  are  easily  perpetrated  on  the  public 
because  the  legitimate  returns  are  so  attractive.  Dishonest 
promoters  and  grafters  are  found  in  all  other  lines  of  en- 
deavors yet  the  losses  they  entail  are  not  charged  to  those 
industries.  In  this  connection  the  words  of  Cecil  Rhodes  may 
be  of  interest  and  can  be  taken  for  what  they  are  worth : 

"I  have  made  a  great  study  of  the  mining  question  and  have  statis- 
tics, not  only  on  Great  Britain  and  Africa,  but  of  the  world,  carefully 
compiled,  relative  to  this  proposition,  so  that  I  might  not  be  in  error. 

"My  investigation  further  shows  that  farming  is  more  risky  than  min- 
ing; that  29  per  cent  more  people  lose  money  and  fail  in  the  mercantile 
business  than  in  mining,  and  that  41  per  cent  more  lose  money  in  the 
manufacturing  business  than  in  mining;  and  17  per  cent  more  men  lose 
money  in  any  other  business  than  in  mining. 

* '  Mining  is  the  backbone  of  wealth  and  the  spinal  column  of  all  cer- 
tainty. 

' '  I  believe  that  investment  in  good  mining  stock  is  the  most  profitable 
investment  and  very  much  the  safest;  and  is  the  safest  because  your 
security  is  the  ore  itself." 

Still  another  reason  advanced  with  some  effect  is  that  to 
raise  the  tax  in  one  state  higher  than  that  of  other  states  would 
place  the  home  industry  where  it  could  not  compete.  Why 
this  should  apply  to  mines  when  it  is  not  applied  to  other 
property  has  not  yet  been  demonstrated.  If  this  principle 
was  adopted  by  the  states  every  state  would  endeavor  to  tax 
its  industries  less  than  all  other  states  tax  theirs.  Further 
comment  is  not  necessary. 

Activity  in  politics  constitutes  another  potent  obstacle.  This 
activity  is  reflected  in  the  timidity  of  local  assessors  and  boards 
of  equalization,  legislatures  and  state  administrations.  Where 
this  timidity  is  manifest  from  state  officers  down  no  advance 
in  mine  taxation  need  be  looked  for.  It  is  significant  that  the 
poorest  assessment  is  had  where  it  is  made  by  the  local  assessor, 
that  a  better  assessment  is  made  where  there  is  a  centralized 
authority  even  though  the  mines  are  removed  from  its  power 
by  special  legislation  and  that  the  best  assessment  is  had  where 
there  is  a  strong  central  authority  with  full  power  to  act. 
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All  this  opposition  has  the  effect  of  creating  doubts  in  the 
minds  of  the  people  and  on  this  account  it  is  very  difficult  to 
remove  special  legislation  that  is  now  shielding  the  mines  from 
their  proper  share  of  taxes.  These  doubts  also  explain,  to  a 
large  extent,  the  advocacy  by  some  tax  administrators  of 
specific  taxes  but  at  higher  rates.  These  are  methods  long  in 
use  and  public  sentiment  at  first  will  not  support  them  in  a 
more  radical  change. 

The  real  and  only  difficulty  in  finding  the  value  of  this 
class  of  property  is  in  the  inability  in  most  instances  to  de- 
termine the  amount  of  ore  in  the  ground.  This  is  the  last  stand 
taken  by  the  industry  and  seemingly  it  is  impregnable.  There 
is  one  fact  that  stands  out  in  bold  relief  in  connection  with 
this  difficulty  and  that  is  that  no  real  attempt  to  determine  the 
ore  in  the  ground  for  taxation  purposes  has  ever  been  made  in 
the  west.  The  operators  most  strenuously  object  to  an  attempt 
claiming  that  any  tax  affected  by  it  would  be  inequitable.  This 
could  be  admitted  without  conceding  that  a  tax  thus  based 
would  be  more  inequitable  than  a  tax  based  under  present 
methods.  Contrary  to  this  contention  it  is  altogether  probable 
that  a  tax  based  with  a  physical  examination  as  one  of  the 
factors  could  be  made  mOre  equitable  than  any  other  tax  could 
possibly  be. 

In  finding  methods  with  which  to  value  any  class  of  prop- 
erty, for  taxation  purposes,  those  having  to  do  with  the  sub- 
ject, in  the  past,  sought  out  the  ways  and  means  used  to  calcu- 
late values  by  those  operating  within  the  class.  Public  service 
corporations  are  assessed  on  their  earning  power  but  earning 
power  was  used  as  a  basis  of  valuation  by  their  operators  be- 
fore the  assessor  used  it.  Real  estate  assessments,  for  the  most 
part,  today,  are  based  on  all  the  available  information  that  can 
be  had.  Expert  dealers  in  this  class  of  property  had  studied 
the  influences  on  the  value  of  a  town  lot  before  the  assessor 
worked  out  any  scheme  for  finding  its  value. 

With  metalliferous  mines  the  assessor  has  given  up  in 
despair  and  declares  he  can  not  work  any  method  that  will 
find  their  value.  If  he  can  not  do  it  himself,  why  does  he  not 
turn  to  the  industry  for  a  suggestion?     Under  his  very  eyes 
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is  a  method  applied,  and  the  only  one,  that  the  whole  mining 
industry  rests  upon.  That  method  is  physical  examination. 
And,  furtlier  than  tliis  it  is  not  a  method  that  is  in  decadence 
but  on  the  contrary,  it  is  being  developed  and  strengthened  by 
the  most  practical  as  well  as  the  most  technical  intellects  of 
the  age.  No  mining  investment  of  any  importance  is  made 
without  it  is  preceded  by  an  examination.  Any  consolidation 
of  two  properties  is  based  on  an  examination  to  determine  their 
relative  values  as  nearly  as  may  be.  In  all  sales  of  importance, 
the  owner  sells  and  the  purchaser  buys  on  an  examination.  In 
the  consolidation  or  sale  an  effort  is  made  to  determine  the 
whole  amount  of  ore  in  the  ground.  Because  engineers  dis- 
agree and  repeatedly  make  mistakes  or  are  extremely  con- 
servative in  order  to  protect  their  reputation  has  not  caused 
the  industry  to  dispense  with  their  services.  On  the  contrary 
more  scientific  expression  is  obtained  instead  of  less.  Because 
doctors  do  not  always  cure  has  not  prevented  the  medical 
profession  from  growling  in  usefulness.  The  foolish  statement 
is  often  made  that  the  assessor  can  not  stand  at  the  collar  of 
the  shaft,  look  into  the  ground  and  tell  how  much  ore  there 
is.  The  only  comment  necessary  is  to  say  that  the  men  who 
make  this  statement  do  not,  themselves,  stand  at  the  collar  of 
the  shaft  but  go  as  far  from  it  into  the  ground  as  human 
knowledge  and  intellect  will  take  them.  So  it  would  seem 
that  here  is  a  factor  that  great  use  could  be  made  of  in  making 
an  assessment  on  a  mine. 

To  begin  with,  perhaps  every  state  has  some  mines  upon 
which  an  examination  has  practically  determined  the  extent 
of  ore  in  them  without  much  being  left  to  inference.  There 
is  also  a  class  of  mines,  with  respect  to  which,  facts  and  geo- 
logical inference  make  practically  certain  the  extent  to  which 
the  ore  may  be  found.  These  two  classes  could  be  assessed  by 
finding  their  present  value  according  to  their  estimated  life 
as  is  done  in  ^Michigan,  Wisconsin  and  Minnesota.  Because 
there  are  some  mines  that  apparently  can  not  be  treated  this 
way  is  not  sufficient  reason  that  those  that  can  be  should  be 
allowed  to  escape.  They  were  not  allowed  to  escape  in  the 
states  above  mentioned  but  were  assessed  at  their  full  value 
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and  the  others  were  left  by  themselves  to  be  treated  by  them- 
selves. 

There  are  perhaps  two  ways  to  treat  those  mines  whose  ore 
bodies  can  not  be  determined.  They  can  be  assessed  at  the 
same  multiple  of  their  net  production  as  are  mines  of  like 
metals  in  which  the  extent  of  the  ore  has  been  determined. 
While  this  might  appear  to  be  arbitrary  and  unjust,  it  would 
not  be  so  much  so  as  present  taxes  based  on  earnings.  The  in- 
equality of  putting,  for  instance,  a  gold  mine  on  the  same 
basis  as  a  copper  mine  would  be  largely  removed.  A  classifi- 
cation could  be  based  on  geology ;  disseminated  ores  in  one,  true 
fissures  in  another,  combinations  of  the  two  in  a  third,  pocket 
kidneys  and  lenses  in  a  fourth,  and  so  on.  In  each  class  the 
results  obtained  on  the  mines  that  were  susceptible  of  determi- 
nation could  be  applied  to  those  that  could  not  be  determined, 
It  might  be  well  to  insert  here  that  the  opinion  of  the  public, 
reflected  by  legitimate  stock  quotations,  as  to  the  extent  of 
ore  in  a  mine  should  be  considered  with  the  findings  of  the 
assessor's  engineer  when  an  examination  can  not  definitely 
determine  the  facts.  Undoubtedly,  mine  operators  would  look 
with  favor  upon  this  method  because  they  now  submit  to  a 
method  more  arbitrary  than  this  would  be. 

Another  way  to  tax  mines  of  uncertain  value  might  be  found 
by  again  turning  to  the  industry  for  a  suggestion.  Many 
large  operating  companies  are  continually  looking  for  more 
mines  of  value  that  will  increase  their  ore  reserves,  supply 
fluxes  and  mixtures  to  keep  their  large  reduction  works  in 
operation.  For  this  search  certain  sums  are  laid  aside  annually 
from  the  net  proceeds  of  the  paying  mines.  In  making  this 
search  development  and  exploration  on  every  property  is 
always  preceded  by  the  most  thorough  examination  by  the 
company's  engineers.  Many  properties  are  turned  down— not 
always  because  they  are  worthless— and  a  few  selected.  Some 
of  these  prove  to  be  a  total  loss,  some  break  even  and  now  and 
then  a  prize  winner  proves  up  that  pays  all  the  losses  to  date 
and  dividends  besides.  The  losses  and  winnings  do  not  dis- 
turb the  stability  of  the  parent  company.  The  winners  pay 
back  to  the  losers  as  it  were,  leaving  the  finances  of  the  com- 
pany unaffected. 
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Could  not  the  state  assume  the  same  position  as  the  parent 
company  and  after  considering  all  the  possible  information 
obtainable  relative  to  this  class  of  mines  fix  a  value  on  all  of 
them  and  collect  taxes  on  this  value  until  something  developed 
that  disturbed  the  calculation?  When  this  occurred  a  new 
valuation  could  be  made  on  the  property  affected  and  if  the 
tax  theretofore  laid  proved  to  be  too  large  a  rebate  could  be 
made  and  if  the  tax  proved  to  have  been  too  small  the  proper 
additional  back  tax  could  be  spread  over  a  number  of  years 
in  the  future  and  collected.  As  with  the  parent  company,  the 
finances  of  the  state  would  not  be  disturbed.  The  winners 
would  pay  the  losers.  No  large  payment  would  be  required 
of  the  state  for  two  reasons ;  first :  this  class  of  mines  consists, 
for  the  most  part  of  small  mines ;  second :  in  no  instance  would 
all  the  back  taxes  have  to  be  refunded.  Mining  men  them- 
selves recognize  that  mines  pay  taxes  for  two  reasons.  The 
net  producers  because  the  state  is  entitled  to  its  share  and  all 
mines  for  the  privilege  of  operating.  Properties  that  prove 
themselves  not  to  be  dividend  payers  have  had  protection  or 
the  privilege  of  operating  and  the  tax  for  this  privilege  would 
not  be  refunded. 

The  seeming  weak  place  in  this  method  lies  in  the  effort  that 
might  be  made  to  have  taxes  rebated.  But  this  effort  exists  in 
all  classes  of  property  now  and  local  and  state  authorities  have 
powers  to  reduce  or  raise  valuations  during  the  current  year. 
Would  it  be  a  radical  departure  to  make  an  exception  of  one 
class  of  property  and  extend  that  power  to  the  future.  If  the 
first  valuation  was  based  on  so  much  ore  assumed  to  be  in  the 
ground  the  operator  would  have  to  make  some  demonstration 
that  it  was  not  there  and  no  operator  will  shut  down  to  obtain 
the  small  amount  of  taxes  that  he  might  get.  And,  if  on  the 
other  hand,  a  property  continued  to  operate  after  a  tax  was 
refunded,  there  would  still  be  opportunity  for  adjustment. 

This  method  recognizes  the  principle  often  expressed  by 
mining  men  that  it  can  never  be  known  how  much  a  mine  is 
worth  until  the  ore  is  all  extracted  and  converted  into  money. 
It  also  recognizes  that  metalliferous  mines  are  a  class  entirely 
by  themselves  and  should  be  treated  to  the  fullest  extent  in  a 
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manner  peculiar  to  themselves.  If  this  method  could  be  found 
practicable  all  question  of  inequity  and  inadequacy  of  taxation 
would  be  practically  settled. 

Much  has  been  said  about  the  excessive  cost  entailed  by  an 
examination  in  the  way  of  engineers,  office  help  and  voluminous 
records.  All  this  is  answered  on  the  one  hand  by  the  experi- 
ence of  the  three  states  using  the  method  where  it  has  proven 
inexpensive  and  simple  and  on  the  other  hand  by  the  states 
using  the  net  earnings  basis  where  the  controversies  and  ex- 
pense in  determining  the  net  are  very  great.  After  the  ground 
has  once  been  thoroughly  covered  the  state  universities  can 
take  care  of  developments  with  slight  cost  to  the  state. 

The  contention  that  an  assessment  based  with  an  examina- 
tion as  one  of  the  factors  could  not  be  sustained  in  court  is 
also  answered  by  the  experience  of  the  states  using  the  method. 
In  those  states  the  mining  companies  filed  suits  to  resist  the 
assessment  and  then  began  an  investigation  to  find  reasons 
to  support  their  attack.  The  upshot  of  it  all  was  that  their 
own  investigation  convinced  them  that  although  the  method 
was  not  perfect  it  was  the  best  that  had  ever  been  used.  The 
suits  were  not  prosecuted.  Further  than  this  the  trend  of 
court  decisions  is  to  the  effect  that  taxation  is  not  an  exact 
science  and  that  any  assessment  that  is  the  result  of  the  great- 
est thought  and  reflects  the  greatest  number  of  influences  is  the 
least  arbitrary  and  therefore  the  most  reasonable  and  the  most 
equitable. 

As  indicated  before,  political  activity  of  the  mining  com- 
panies in  the  west  has  prevented  the  mines  from  coming  with- 
in the  full  power  of  strong  central  authority  while  generally 
speaking  all  other  classes  of  property  are  directly  within  the 
control  of  tax  commissions  or  state  boards  of  equalization.  In 
Michigan,  Wisconsin  and  Minnesota  where  the  tax  commissions 
were  unhampered  the  taxation  of  developed  mines  has  been 
practically  solved  and  that  in  the  face  of  the  same  opposition 
and  arguments  that  exist  in  the  west  today.  Lack  of  power 
by  a  central  authority  is  the  only  administrative  difficulty  in 
the  west  and  as  soon  as  some  western  state  delegates  that 
power  great  advance  towards  the  solution  of  this  question  can 
be  immediately  looked  for. 


REPORT  OF  COMMITTEE  ON  RESOLUTIONS. 

Professor  Charles  Bullock  of  Massachusetts:  Mr.  Chair- 
man and  Gentlemen,  on  behalf  of  the  Resolutions  Committee, 
I  present  the  following  resolutions : 

Desiring  to  record  our  sense  of  obligation  to  the  individuals 
and  associations  who  have  contributed  to  the  success  and 
pleasure  of  this  conference,  be  it 

RESOLVED,  That  our  sincere  thanks  are  extended  to  Gov- 
ernor E.  M.  Ammons,  of  Colorado,  and  to  the  Hon.  J.  M, 
Perkins,  Mayor  of  Denver,  for  their  courteous  welcome  in 
behalf  of  the  State  and  City : 

To  the  Denver  Convention  Association  for  the  liberal  finan- 
cial assistance  rendered  by  it  to  the  National  Tax  Association, 
towards  defraying  the  expenses  of  the  Conference : 

To  the  Colorado  Committee  on  Arrangements,  for  develop- 
ing the  plans  and  providing  entertainment  through  liberal 
contributions  of  various  public  spirited  concerns  in  Denver; 
and  especially  to  Mr.  S.  E.  Hamer,  of  this  committee,  for  his 
indefatigable  attention  to  the  numerous  details : 

To  the  Colorado  Tax  Commission,  the  Chamber  of  Com- 
merce, the  Real  Estate  Exchange  and  the  IManufacturers  As- 
sociation, for  their  helpful  activity  and  generous  hospitality : 

To  the  Ladies  Entertainment  Committee  of  Denver,  and 
especially  to  Mrs.  Ammons  and  Mrs.  East,  for  their  gracious 
attentions  to  our  ladies,  making  their  visit  a  continuous  round 
of  pleasure : 

To  the  management  of  the  Brown  Palace  Hotel,  for  the 
spacious  and  convenient  facilities  for  our  meeting  and  business 
transactions,  tendered  with  their  compliments : 

To  the  Chicago,  Burlington  &  Quincy  Railway  Company, 
which  by  providing  a  special  train  from  Chicago  to  Denver, 
for  the  exclusive  use  of  our  delegates,  aided  in  securing  an 
increased  representation  from  the  eastern  states,  and  con- 
duced to  the  pleasure  and  comfort  of  their  journey : 

To  the  press  of  Denver  for  its  reports  of  our  proceedings; 
the   Mountain   States   Telephone   Company;   the   Underwood 
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Company,  and  the  American  District  Telegraph  Company,  for 
their  generosity  in  supplying  various  services  for  the  use  of 
the  officers  of  the  Conference. 

ALSO  RESOLVED :  That  we  recognize  the  advantage  de- 
rived from  the  participation  in  the  discussions  on  the  Federal 
Income  Tax  Law  of  a  representative  of  the  U.  S.  Department 
of  Internal  IRevenue  thus  furthering  cooperation  between  Fed- 
eral and  State  Officials, 
[Resolution  voted] 

Professor  Bullock:     The  second  resolution,  Mr,  Chairman, 
is  this : 

RESOLVED,  That  the  Conference  recommend  to  the  Na- 
tional Tax  Association  that  the  Committee  on  Double  Taxation 
and  Situs  for  Purposes  of  Taxation  be  continued,  that  it  con- 
fer with  the  Commissioners  for  uniform  state  laws,  and  that 
it  report  further  at  the  next  National  Tax  Conference. 
[Resolution  voted] 


MISCELLANEOUS  BUSINESS 

]\Ir.  William  H.  Corbin  of  Connecticut :  The  committee  on 
resolutions  has  brought  to  our  attention  the  desirability  of  dis- 
cussing the  question  whether  tax  officials  should  he  appointed 
by  some  central  authority.  I  suggest  that  this  topic  be  placed 
upon  the  program  next  year  and  plenty  of  time  given  for  its 
discussion  either  in  the  round  table  or  some  other  session. 

Secretary  Adams :  I  will  see  to  it  that  this  topic  is  placed 
on  the  program  next  year. 

Judge  Leser :  With  reference  to  the  programs  for  the  round 
table  conferences,  which  are  regarded  by  many  of  us  as  the 
most  important  feature  of  the  convenl:ions,  I  move  that  the 
executive  committee  be  instructed  in  preparing  this  program 
for  future  conferences  to  eliminate  the  presentation  of  any 
formal  papers  at  these  round  table  discussions  and  to  set  aside 
one  complete  session  for  that  purpose. 

Motion  seconded. 

Chairman  Foote:  It  is  moved  and  seconded  that  in  the 
preparation  of  future  programs  the  executive  committee  be 
instructed  to  devote  a  whole  session  to  the  round  table  and  so 
far  as  possible  tO'  eliminate  written  papers. 

jNIr.  A.  C.  Pleydell :  And  as  far  as  possible,  eliminate  them 
absolutely. 

]Mr.  K.  K.  Kennan  :  Is  there  any  discussion  of  that  motion  ? 
AVould  it  be  possible  to  have  those  papers  printed  in  the  paper 
which  it  is  proposed  to  issue  by  the  association  so  that  they 
could  come  to  the  association  before  the  meeting? 

Professor  Seligman :     I  think  it  would  be  perfectly  possible. 
The  motion  as  I  understand  it  is  simply  that  in  the  round 
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table  discussion  nothing  should  be  read,  but  that  does  not 
eliminate  the  practice  of  people  writing  out  papers  to  be 
printed  in  the  annual  volume.  It  simply  means  that  those 
who  participate  should  speak  rather  than  read  from  written 
notes. 

Mr.  Samuel  Lord  of  Minnesota:  I  think  the  suggestion  is 
one  of  the  best  that  has  been  made.  The  round  table  session 
ought  to  be  the  most  profitable  session  at  the  meeting  from 
the  administrative  standpoint.  I  do  not  believe  it  has  been 
developed  to  the  point  that  it  ought  to  be  and  I  think  the  sug- 
gestion is  one  that  is  entirely  worthy  and  one  that  should  be 
acted  upon.  If  no  suggestion  had  been  made  it  was  my 
intention  to  bring  the  matter  up  before  the  executive  com- 
mittee for  positive  action  on  their  part  so  that  we  might  get  a 
session  that  would  be  more  useful  and  instructive  than  we  have 
had  in  the  past. 

The  Chairman:     Are  you  ready  for  the  question? 

Ayes  and  noes. 

Motion  carried. 

Professor  T.  S.  Adams:  I  move  that  the  first  two  recom- 
mendations in  the  report  of  the  Committee  on  Increase  of 
Public  Expenditures  be  referred  to  the  executive  committee 
with  power. 

Mr.  Pleydell :    Second  the  motion. 

Ayes  and  noes. 

Ordered  that  the  first  two  recommendations  in  the  report  of 
tlie  Committee  on  Public  Expenditures  be  referred  to  the 
executive  committee  wdth  power. 

Professor  Adams :  Mr.  Chairman,  I  have  one  other  motion 
to  make.  I  move  the  appointment  by  the  executive  committee 
of  a  committee  of  five,  including  the  president  of  this  associa- 
tion, to  investigate  and  report  upon  the  federal  income  tax. 

^Motion  seconded. 
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Mr.  Lawson  Purdy  of  New  York:  Will  the  mover  of  the 
resolution  consent  to  the  elimination  of  the  words  "of  five"? 
In  vieAV  of  the  great  divergence  of  opinion  it  might  be  desirable 
to  appoint  a  larger  number. 

Professor  T.  S.  Adams :     I  accept  the  amendment. 

The  Chairman :  It  is  agreed  that  the  motion  be  amended  in 
that  respect. 

Voice :  Is  that  to  carry  out  the  ideas  expressed  at  our 
sessions  here  to  cooperate  with  congress  or  to  report  at  the 
next  conference  ? 

Professor  T.  S.  Adams:  I  really  had  both  ideas  in  mind. 
The  principal  purpose  of  the  committee  is  to  cooperate  with 
federal  authorities  in  the  simplification  and  improvement  of  the 
income  tax,  and  it  is  my  feeling  first  that  all  views  represented 
in  the  conference  should  be  similarly  represented  on  the  com- 
mittee, and  secondly  that  the  committee  should  not  commit 
the  conference  or  the  association  in  any  way.  The  committee 
is  to  be  of  service  in  simplifying  and  improving  the  adminis- 
trative features  of  the  law,  in  particular. 

The  Chairman:    Any  further  remarks? 

Question. 

Ayes  and  noes. 

Motion  carried;  it  is  so  ordered. 


SEVENTH   SESSION 

THURSDAY  EVENING,  SEPTEMBER  10,  1914 


Chairman— Charles  V.  Galloway,  Oregon 


PROGRAM 

1.  Statistics  of  Taxes  and  Public  Expenditures. 

John  Lee  Coulter,  Census  Expert  and  Professor  of  Econ- 
omies, George  Peabody  College  for  Teachers,  Nashville, 
Tennessee. 

2.  Report  op  Committee  on  Increase  in  Public  Expendi- 

tures. 
Thos.  S.  Adams,  Tax  Commissioner,  Madison,  Wis. 

3.  Discussion— Public  Expenditures. 

4.  The  Economy  and  Efficiency  Commission  of  Minnesota. 

E.  Dana  Durand,  Consulting  Statistician,  The  Economy 
and  Efficiency  Commission  of  Minnesota,  and  Professor 
of  Statistics,  University  of  Minnesota,  Minneapolis, 
Minnesota. 
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John  Lee  Coulter 

Census  Expert  and  Professor  of  Economics,  George  Peabody  College  for 
Teachers,   Nashville,   Tennessee 

Thursday  Evening,  September  10,  8  0 'Clock 

Members  of  the  National  Tax  Association  and  Guests: 
Before  addressing  you  I  want  to  say  that  I  do  not  know  when 
I  have  been  at  a  meeting  which  has  appealed  to  me  more  than 
the  sessions  of  this  conference,  and  I  was  just  wondering  why, 
I  believe  that  it  is  principally  because  we  have  gotten  back 
from  the  old  seven  ring  circus  idea  to  a  one  ring  circus  idea— 
we  are  eitlier  all  here  or  there  is  nothing  going  on.  Many 
conferences  of  this  sort  get  split  up  so  that  there  are  only  from 
one  to  seven  persons  in  a  place  and  the  rest  of  the  members  are 
running  from  place  to  place  trying  to  find  out  which  one  is 
most  interesting  or  has  the  most  to  offer,  I  think  this  con- 
ference has  hit  upon  the  right  form  of  organization  and  the 
right  method  of  conducting  its  affairs.  But  I  am  to  speak  a 
few  minutes  concerning  the  growth  of  taxation  and  public 
expenditures  or  cost  of  government. 

Those  of  you  who  are  old  in  the  field  know  that  in  1902  or 
thereabouts  the  national  government  undertook  to  make  an 
exhaustive  investigation  of  the  subject  of  taxation— the 
amounts  of  money  raised  and  the  expenditures  of  the  differ- 
ent divisions  of  government  in  this  country.  That  investiga- 
tion continued  from  1902  until  1907,  when  an  immense  volume 
was  finally  issued,  which  was  largely  historical  because  it 
dealt  with  conditions  five  years  previous.  That  investigation 
covered  not  only  a  study  of  the  national  wealth  based  upon 
assessed  values  of  all  kinds  of  properties,  but  also  contained 
a  great  digest  of  the  taxation  and  revenue  systems,  the  laws 
of  the  different  states  of  the  union,  and  also  carried  detailed 
tables  showing  the  revenues  and  expenditures  of  the  different 
branches  of  our  government. 
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Some  three  years  ago  steps  were  taken  to  start  a  second 
investigation,  covering  conditions  ten  years  later,  so  that  a 
comparison  might  be  made  to  show  the  progress  in  each  line. 
There  was  a  great  deal  of  delay  in  getting  started,  and  not 
until  approximately  ten  months  ago  was  congress  finally  pre- 
vailed upon  to  give  a  few  dollars  to  conduct  that  investigation. 
I  had  tlie  pleasure  of  trying  to  outline  and  start  that  investi- 
gation and  our  first  resolution  was  that  if  we  could  not  get 
out  a  report  in  twelve  months  or  at  most  fourteen  that  we 
had  best  not  spend  the  money  but  let  it  go  back  into  the  treas- 
ury. Our  second  resolution  was  that  the  subject  was  really 
properly  divided  into  several  great  departments  or  divisions, 
and  that  it  would  be  ridiculous  to  hold  up  one  after  we  got 
it  finished,  until  the  last  one  was  finished  in  order  to  publish 
it  all  in  one  great  volume. 

We  started  in  about  nine  and  one-half  months  ago.  The 
first  subject  seriously  tackled  was  a  digest  of  the  taxation  and 
revenue  systems  of  the  forty-eight  states.  This  digest  was 
based  upon  the  digest  made  ten  years  ago,  which,  however,  as 
I  say,  was  not  published  until  1907.  In  making  this  digest 
we  covered  the  whole  range  of  state  legislation  and  state  prac- 
tice and  state  experience  and  have  completed  that  digest.  That 
is  now  being  printed  in  the  form  of  a  bulletin  about  this  size 
(indicating).  It  is  on  the  press.  I  am  sorry  I  haven't  copies 
of  it  here.  It  is  in  page  proof  and  any  of  you  may  now  within 
ten  days  or  two  weeks,  I  should  say,  at  the  most,  have  copies 
of  that  digest  so  you  may  take  any  point,  any  phase  of  the 
taxing  question  in  your  state  and  quickly  make  a  comparison 
with  other  states  on  that  same  point. 

The  second  branch  of  the  subject  which  was  quickly  taken 
hold  of  was  the  matter  of  indebtedness  and  there  we  immedi- 
ately divided  the  field  into  several  parts.  We  found  that  we 
could  very  easily  and  quickly  ascertain  the  indebtedness  of 
the  national  government  and  the  forty-eight  state  governments, 
but  that  it  would  take  several  months  to  get  information  for 
the  counties— there  are  about  three  thousand  counties  in  the 
country — for  the  cities,  several  thousand — and  for  the  other 
minor  civil  divisions,  townships,  road  districts,  irrigation  dis- 


360  NATIONAL  TAX  ASSOCIATION 

tricts  and  other  governmental  units  which  have  powers  of  in- 
curring debt.  So  we  immediately  sent  out  representatives  to 
the  different  states  where  the  printed  reports  were  not  avail- 
able or  where  we  could  not  get  it  by  wire  or  quick  correspond- 
ence and  assembled  the  information,  and  I  am  pleased  to  be 
able  to  say  that  we  have  already  issued  the  bulletin  on  that 
subject,  carrying  detailed  information  with  reference  to  na- 
tional and  state  debt,  and  we  have  assembled  there  details  from 
the  first  information  which  we  could  get  from  any  printed 
reports— that  is,  1870  up  to  June  30,  1913.  There  are  some 
startling  tendencies  and  movements  in  that  particular  field. 
At  the  present  time  there  is  a  distinct  upward  tendency  or 
increase  in  state  indebtedness,  not  only  a  natural  increase  but 
increase  per  capita.  State  debt  has  increased  much  more 
rapidly  than  population  has  increased.  I  will  not  stop  on 
that  subject  because  that  is  not  the  main  issue  tonight  except 
to  advise  you  of  the  fact  that  that  particular  branch  of  the 
investigation  is  completed  and  the  results  have  been  printed. 
Details  for  the  counties  and  cities  of  the  country  will  go  to 
the  press  within  a  few  weeks. 

Following  a  study  of  the  taxation  and  revenue  systems  and 
the  indebtedness  of  the  country,  we  took  up  the  assessed  valua- 
tions of  property  and  the  ratio  which  this  assessed  value  was 
to  true  value  as  far  as  this  could  be  ascertained  from  the 
printed  reports,  from  other  sources,  and  with  agents  in  the 
field ;  and  together  with  this  we  took  up  the  rates  and  amounts 
of  taxes  levied  for  the  different  states,  cities  and  counties  in 
the  United  States.  That  report  is  rapidly  nearing  completion 
and  will  contain  comparative  tables  showing  the  tendency  in 
the  different  states  by  minor  civil  divisions  during  the  last  ten 
years.  This  was  considered  necessary  as  a  preliminary  before 
going  into  the  actual  revenues,  because  until  you  have  the 
assessed  values  and  the  rates  of  levy  and  amounts  levied,  we 
haven't  a  starting  point  as  a  basis  for  our  general  property 
tax.  This  also  was  absolutely  essential  in  order  to  get  at  an 
estimate  of  the  wealth  of  the  nation— the  value  of  all  property 
in  the  United  States,  the  assessed  value  being  one  of  the 
bases  to  be  used  in  trying  to  get  at  true  value.     This  brings 
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me  to  the  main  topic  this  evening— the  revenues  and  expendi- 
tures of  the  different  governments  of  this  country,  the  na- 
tional, state,  city,  county  and  minor  civil  divisions. 

One  of  the  most  difficult  tasks  in  undertaking  such  an  in- 
vestigation was  to  get  uniform  practices  in  the  different  states 
or  rather  the  different  practices  in  different  states  reduced 
to  anything  like  a  uniform  basis,  so  as  to  make  comparable 
figures.  It  was  necessary  naturally  to  define  all  of  the  terms 
to  be  used  and  to  work  out  a  classification.  It  was  also  neces- 
sary to  bear  in  mind  that  we  had  information  for  the  year 
ending  June  30,  1903,  and  wished  to  make  comparison  between 
that  year  and  1913.  So  that  in  working  up  the  schedules,  those 
of  you  who  have  already  examined  them  may  find  some  points 
in  them  you  would  not  agree  with.  Some  of  the  definitions 
may  not  be  absolutely  correct  according  to  all  of  our  notions, 
but  they  were  necessary  if  we  were  to  take  the  two  things 
and  make  a  report  comparable  with  earlier  reports  and  also 
make  a  report  where  results  for  the  different  states,  different 
practices,  different  methods  could  be  made  comparable.  And 
right  there,  involving  one  of  the  most  difficult  problems  of 
accounting,  was  our  desire  to  determine  in  fact— if  possible 
to  eliminate  or  at  least  to  show  separately— on  the  side  of  re- 
ceipts those  revenue  receipts  which  are  truly  the  source  of  reve- 
nues for  different  governments  as  distinct  from  the  non-revenue 
receipts,  and  on  the  other  side  governmental  cost  payments  as 
distinct  from  non-governmental  cost  payments,  which  include 
so  many  accounting  practices  or  figures  in  books,  which  do 
not  really  represent  any  money  taken  in  or  any  money  spent. 
The  definitions  and  all  of  the  classifications  and  schedules  and 
the  method  of  procedure  is  an  open  book  at  this  census  at 
least.  We  found  it  very  difficult  even  in  the  government  files 
to  find  replicas,  schedules  and  rules  used  ten  years  ago;  but 
any  of  you  who  wish  may  secure  copies  of  the  schedules  and 
rules  used,  the  definitions  and  every  step  in  the  procedure  at 
this  time  so  that  you  may  see  just  how  your  state  was  reduced 
to  a  comparable  basis. 

Coming  now  to  the  results  or  figures  in  the  matter  of  rev- 
enues and  expenditures,  I  shall  not  try  to  give  you  a  mass  of 
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figures,  but  shall  emphasize  the  general  tendency  which  seems 
definitely  to  present  itself.  It  is  not  necessary  for  me  to  refer 
at  all  in  detail  to  the  great  upward  tendency,  the  great  increase 
in  governmental  expenditures.  It  is  on  every  one's  tongue. 
I  shall  try  in  the  two  or  three  minutes  that  I  shall  speak 
further  to  give  some  intimation  of  the  extent  of  the  movement 
or  a  quantitative  measure  of  it.  You  all  know  of  course  that 
it  is  a  fact. 

First,  in  order  that  we  may  compare  the  movements  in  the 
states  and  cities  with  the  movement  of  the  national  expendi- 
tures, I  will  call  your  attention  merely  to  the  fact  that  during 
the  last  ten  years,  eliminating  all  of  the  accounting  credits  and 
debits,  all  of  the  non-revenue  receipts  and  non-governmental 
cost  payments,  etc.,  the  national  expenditures— the  expendi- 
tures of  the  national  government— have  increased  approxi- 
mately fifty  per  cent.  I  suppose  there  are  many  here  who 
would  have  said  that  they  have  increased  150  per  cent,  but  I 
cannot  figure  out  an  increase  of  more  than  approximately  fifty 
per  cent.  Atthe  same  time  the  increase  in  population  has  been 
approximately  twenty  per  cent.  The  true  measure  therefore  of 
the  burden  or  the  cost  of  government,  as  shown  by  the  expendi- 
tures, is  represented  by  the  fact  that  in  the  last  ten  years  the 
movement  has  been  from  an  average  of  $8.10  per  capita  up 
to  $10.35  per  capita.  The  increase  per  capita  therefore  for 
the  national  expenditures  is  something  less  than  twenty-seven 
per  cent. 

I  throw  out  those  figures  to  bear  in  mind  as  a  basis  of  com- 
parison now  that  we  take  up  the  states.  As  I  noted  at  the 
beginning  we  have  only  been  working  on  this  some  nine  months 
and  this  was  the  last  one  of  the  subjects  which  could  be  treated. 
We  had  to  have  the  laws  before  we  could  get  the  sources  of 
revenue;  and  the  methods  of  expenditure,  etc.,  and  we  are 
further  behind  on  this  than  any  other  branch,  but  there  is  now 
a  bulletin  on  the  public  press  showing  the  expenditures  for 
each  of  the  forty-eight  states— revenues  as  well  as  expenditures 
for  each  of  the  forty-eight  states— classifying  revenues  and 
expenditures  according  to  source  and  according  to  purpose  of 
expenditure.     Unfortunately  I  have  not  the  details  to  make 
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public  but  we  have  enough  of  the  facts  easily  accessible  and 
easily  available  so  that  we  may  say  that  the  increase  is  not 
a  local  phenomenon.  I  will  not  say  that  every  state  has  shown 
an  immense  increase  but  I  will  say  that  there  is  no  section  of 
the  country  east,  north,  west  or  south— no  geographical  di- 
vision of  states — that  does  not  show  an  immense  increase  in 
expenditures.  Not  only  is  that  true,  but  the  increases  are  at 
nearly  the  same  general  rate  of  increase.  It  is  true  that  some 
states  show  larger  increases  than  others.  But  it  is  not  true 
that  one  great  area  shows  an  increase  of  ten,  twenty  or  thirty 
per  cent  and  another  great  area  150  or  200  per  cent.  The 
general  increase  for  the  entire  forty-eight  states  considerably 
exceeds  one  hundred  per  cent. 

During  this  time  the  increase  in  population  of  the  country 
as  a  whole  again  was  approximately  twenty  per  cent.  This 
means  that  tlie  per  capita  expenditures  have  increased  enor- 
mously, much  more  in  the  case  of  expenditures  described  as 
governmental  cost  payments— of  the  state  governments  than 
in  the  case  of  the  expenditures  of  the  national  government. 
Without  using  exact  figures,  I  may  say  that  whereas  in  1902 
and  1903  the  expenditures  of  the  forty-eight  state  governments 
were  approximately  $186,000,000,  or  $2.45  per  capita,  in  1912 
and  1913  they  amounted  to  almost  $400,000,000,  or  not  far 
from  $4.15  per  capita.  The  increase  in  per  capita  cost  of  state 
government  was  therefore  approximately  seventy  per  cent  as 
compared  with  the  twenty-seven  per  cent  increase  in  the  case  of 
national  expenditures.  I  shall  not  stop  here  to  go  into  detail  to 
show  just  for  what  purposes  this  money  was  expended.  In  the 
bulletin  which  you  will  be  able  to  get  in  a  comparatively  few 
days  you  will  find  for  each  state  the  total  amount  of  govern- 
mental cost  payments  as  well  as  non-governmental  cost  pay- 
ments reduced  to  its  fine  points,  showing  the  amounts  expended 
for  the  present  time  so  that  for  each  branch  of  state  govern- 
ment, as  nearly  as  they  can  be  compared,  you  will  be  able  to  see 
where  the  increases  are  and  where  the  decreases  are,  if  any. 

In  the  short  time  I  have  left  it  would  not  be  fair  to  close 
without  giving  a  few  similar  figures  with  reference  to  our 
cities.    Here  details  have  already  been  published  to  a  consid- 
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erable  extent.  Cities  with  a  population  of  30,000  or  over  have 
been  thoroughly  studied.  A  printed  report  is  now  off  the 
press  and  can  be  secured  at  any  time  giving  great  detail.  In 
a  very  short  time— probably  within  two  months— a  similar 
bulletin  will  be  available  carrying  similar  statistics  for  cities 
less  than  30,000  in  size,  down  as  low  as  5,000  or  lower  as 
individual  cities.  Ten  years  ago,  I  may  say,  this  was  shown 
for  individual  cities  only  down  to  8,000  in  size,  so  this  time 
we  have  carried  our  investigation  to  much  smaller  places. 
At  the  present  time  there  are  195  cities  in  the  United  States 
which  have  a  population  of  30,000  and  over,  but  ten  years  ago 
there  were  only  146  of  these  cities  in  that  class,  so  that  we  are 
able  to  make  the  comparison  here  in  order  to  show  the  tendency 
only  between  these  146  cities.  This,  however,  will  show  the 
movement  during  the  last  decade.  In  order  to  bring  to  your 
attention  the  most  comparable  figures,  I  have  also  eliminated 
the  accounting  credits  and  debits,  the  non-revenue  receipts 
and  the  non-governmental  cost  payments  and  have  only  before 
me  the  net  governmental  cost  payments.  For  the  fiscal  year 
ending  June  30,  1903,  or  the  nearest  date  approaching  thereto, 
for  these  146  cities,  these  net  governmental  cost  payments 
amounted  to  $463,000,000.  Ten  years  later  they  amounted 
to  $907,000,000;  an  increase  of  ninety-six  per  cent.  But  the 
population  of  these  cities  increased  materially  during  the  same 
period.  This  does  not  mean  therefore  that  the  increase  per 
capita  was  anything  like  96  per  cent.  The  increase  was  from 
$22.71  ten  years  ago  to  $33.08,  an  increase  of  forty-six  per 
cent.  The  increase  then  in  per  capita  expenditures  in  the  case 
of  these  146  cities  was  forty-six  per  cent  as  compared  with  the 
twenty-seven  per  cent  increase  in  the  case  of  the  national  gov- 
ernment, and  seventy-five  per  cent  increase  in  the  ease  of  the 
forty-eight  states. 

I  have  heard  it  said  that  this  increase  in  the  case  of  cities 
was  largely  due  to  the  increase  in  interest  on  account  of  great 
increases  in  the  municipal  indebtedness.  This,  however,  can- 
not be  seriously  maintained  because  the  interest  charges  ten 
years  ago  amounted  to  only  $2.03  per  capita,  and  at  the  present 
time  only  $3.14,  or  less  than  ten  per  cent  of  the  total  cost,  or 
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the  total  expenditures,  probably  I  should  say.  The  same  state- 
ment may  be  made  of  expenses  on  account  of  public  service 
enterprises  in  the  cities,  an  item  which  amounted  to  only 
ninety-six  cents  per  capita  ten  years  ago,  and  to  $1.35  at  the 
present  time,  out  of  $33  you  see  that  is  a  very  small  item.  A 
similar  statement  with  reference  to  outlays,  permanent  im- 
provements and  the  like,  has  more  weight  since  the  increase  in 
ten  years  here  amounts  to  133  per  cent,  or  from  $6.13  per 
capita  to  $10.82 ;  but  even  this  item  is  considerably  less  than 
one-third  of  the  total  net  expenditures  in  these  cities.  We 
must  confess  the  fact  that  the  increase  in  the  net  cost  of  the 
general  departments  of  city  governments  has  been  very  great 
during  the  last  decade,  in  fact  greater  than  any  one  other  item. 
It  may  be  of  interest  to  indicate  how  the  total  expense  of 
these  general  departments  is  distributed  among  the  several 
departments  at  the  two  periods  in  order  to  show  how  persistent 
the  growth  is  and  how  nearly  the  same  proportion  maintains. 
Taking  this  group  of  146  cities  in  1902  the  police  department 
took  13.4  per  cent  of  the  net  governmental  cost  payments. 
In  1912-1913  11.9  per  cent.  The  fire  department  ten  years 
ago  took  9.5  per  cent,  and  now  9.2  per  cent.  Other  protection 
to  persons  and  property  ten  years  ago  1.3  per  cent  and  now  1.9 
per  cent.  If  you  group  those  three,  the  police  and  fire  de- 
partments, and  general  protection  to  person  and  property,  ten 
years  ago  they  took  24.2  per  cent  of  the  net  governmental 
cost  payments  of  all  of  those  cities,  and  at  the  present  time 
take  an  even  24  per  cent,  showing  that  they  broke  just  even 
with  the  general  upward  tendency.  Expenditures  on  account 
of  health  1.6  per  cent  ten  years  ago,  2.1  per  cent  now.  Sani- 
tation, a  slight  increase,  6.8  to  8.2 ;  highways  a  slight  decrease, 
falling  off  from  12.9  to  11.4;  education  went  up  slightly  from 
27.6  to  28.5 ;  and  so  I  might  go  through  and  show  that  at  the 
two  periods  in  this  whole  group  of  146  cities  there  was  only 
a  very  slight  change  in  the  balance  so  far  as  the  distribution 
of  expenditures  among  the  various  departments  is  concerned. 
The  upward  movement — the  increase  in  the  cost  of  city  gov- 
ernment—is not  in  any  one  department.  It  is  distributed 
throughout  the  whole  series  of  departments,  and  the  increase 
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is  not  only  in  proportion  to  the  increase  in  population,  but  is 
very  materially  more. 

I  shall  not  at  this  time  try  to  carry  you  further  into  this 
subject.  I  doubtless  have  given  you  more  figures  now  than 
you  have  any  wish  for  at  this  time.  They  are  always  valuable 
to  consult  when  you  want  them  and  hard  to  keep  in  mind.  I 
wish,  however,  before  closing  to  indicate  that  I  have  only 
touched  upon  the  national  government,  the  forty-eight  state 
governments  and  the  146  largest  cities.  We  have  some  2,400 
cities  of  considerable  size— a  population  of  2,500  or  over. 
Then  there  are  nearly  12,000  incorporated  cities,  towns  or 
villages  with  a  population  of  less  than  2,500.  We  also  have 
3,000  counties  and  parishes— 3,007  or  8,  I  think  the  number  is. 
We  also  have  thousands  of  minor  civil  divisions  each  of  which 
has  its  own  local  activities.  Ten  years  ago  the  cost  of  con- 
ducting the  government  of  these  other  civil  divisions  which  I 
have  not  discussed  in  detail  amounted  in  the  case  of  counties 
to  approximately  $200,000,000,  and  in  the  other  minor  civil 
divisions  to  $300,000,000,  making  a  total  of  $500,000,000.  If 
the  cost  of  conducting  these  smaller  units  has  increased  at  the 
same  rate  as  for  the  larger  units,  the  total  expenditures  now 
amount  to  not  less  than  $3,000,000,000,  as  compared  with 
$1,775,000,000  ten  years  ago.  The  details  for  the  smaller 
cities  and  for  the  counties  are  rapidly  being  completed.  The 
field  work  has  been  finished.  Agents  were  sent  throughout  the 
country  to  the  counties,  towns,  etc.,  and  the  results  are  all  now 
in  the  office  at  Washington.  Within  twelve  months  of  the  date 
of  beginning,  I  believe  that  you  will  be  able  to  call  upon  the 
government  for  a  detailed  statement  for  practically  every  gov- 
ernmental unit. 


REPORT  OF  COMMITTEE  ON  INCREASE  IN  PUBLIC 
EXPENDITURES 

Thomas  S.  Adams,  Chairman 

Wisconsin  Tax  Commission,  Madison,  Wisconsin 


In  considering  this  question  your  committee  has  been  im- 
pressed with  the  fact  that  a  close  approach  to  an  agreement 
exists  among  qualified  students  and  investigators  concerning 
the  nature  of  the  problem  and  the  general  lines  along  which 
its  solution  must  be  sought.  The  crying  need  is  to  overcome 
indifference  and  inertia,  to  start  and  maintain  persistent  action 
along  some  of  the  many  lines  of  improvement  which  immedi- 
ately suggest  themselves  to  practically  every  observer.  The 
problem  is  not  so  much  what  to  do  as  where  to  begin  and  how 
to  arouse  a  lasting  impulse  toward  improvement. 

II 

The  last  fifteen  years  have  witnessed  a  striking  expansion 
in  the  functions  and  cost  of  government.  Statistics  on  this 
point  have  already  been  presented  at  this  session.  Public  ex- 
penditures have  increased  far  more  rapidly  than  population, 
and  in  all  probability  more  rapidly  than  wealth  or  income. 
Certain  it  is  that  taxes  have  become  not  only  a  source  of 
irritation  and  inconvenience,  but  a  serious  handicap  to  in- 
dustry and  a  noticeable  deterrent  to  enterprise  and  investment. 

The  seriousness  of  this  movement  is  enhanced  by  the  fact 
that  a  large  number,  probably  a  majority,  of  electors  pay 
little  or  no  direct  taxes.  They  probably  contribute  a  fair 
share— possibly  more  than  their  share— to  the  expenses  of 
government,  in  the  customs  and  internal  revenue  duties  and 
other  indirect  taxes  which  they  pay  in  the  form  of  increased 
prices.     But  the  fact  that  they  pay  is  not  brought  home  to 
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them  in  any  vital  way  and  they  accept  the  direct  state  and 
local  taxes  which  our  representatives  vote,  unrestrained  by 
the  potent  check  involved  in  direct  tax  paying. 

And  the  historical  aspect  of  the  question  makes  it  doubly 
serious.  Scarcely  a  decade  has  passed  in  the  last  century  and 
a  half  unmarked  by  revolution  or  serious  political  protest 
against  the  increase  in  functions  and  cost  of  government,  yet 
the  protestants,  when  ushered  into  office  and  political  control, 
found  themselves  unable  to  stem  the  tide.  We  pass  no  opinion 
upon  the  beneficence  of  this  phenomenon.  But  in  view  of  the 
unbroken  historical  expansion  of  government  we  cannot  con- 
sistently hold  out  the  hope  that  in  this  day  and  generation  it 
can  permanently  be  stopped. 

This  statement  has  no  bearing  upon  current  socialistic  con- 
troversy. If  subsequent  history  should  prove  emphatically 
that  socialistic  predictions  have  been  ill-founded,  we  have  no 
doubt  nevertheless  that  it  will  witness  a  practically  unbroken 
expansion  in  the  activities  of  government.  What  can  be  fairly 
expected  and  resolutely  required  is  that,  for  a  considerable 
time  at  least  and  until  private  wealth  and  income  have  greatly 
increased,  the  future  expansion  of  governmental  activity  shall 
be  financed  out  of  the  savings  which  are  so  patently  possible. 

Ill 

Upon  this  point  also  there  is  a  practical  unanimity  of  quali- 
fied opinion.  Great  opportunties  for  saving  exist  within  the 
lines  of  present  American  government.  In  most  city  and  state 
governments  there  are  some  departments  which  overlap,  while 
others  are  engaged  in  work  which  is  no  longer  necessary. 
Careful  consolidation  of  departments  would  in  many  instances 
reduce  general  and  overhead  expense.  Government  employees 
as  a  rule  work  neither  so  long  nor  so  earnestly  as  those  in 
private  employment.  Supplies  and  equipment  are  not  pur- 
chased to  advantage,  nor  properly  charged  and  checked  when 
distributed;  specifications  for  bids  are  loosely  or  carelessly 
drawn  in  many  cases;  labor  saving  devices  are  slowly  and 
sometimes  reluctantly  introduced;   there  is   great   waste   in 
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public  printing.  Above  all  there  is  not  the  same  incentive  or 
reward  for  economy  and  consolidation  and  the  elimination 
of  waste  in  public  as  in  private  enterprise.  The  impulse  to 
save  is  largely  inhibited.  Civil  service  reform  has  worked  a 
marked  improvement  in  the  personnel  of  many  governments, 
while  graft  and  the  misuse  of  public  funds  have  ceased  to  be 
widespread  and  general  evils.  But  civil  service  appointment 
has  not  and  probably  cannot  effect  very  large  savings,  and  the 
simple  elimination  of  graft  frequently  leaves  mere  inanition 
and  inactivity.  In  brief,  the  machinery  of  government  is 
marked  by  a  maximum  of  internal  friction  and  displays  little 
of  that  innate  capacity  to  overcome  lassitude  and  throw  off 
disease  which  marks  high  vitality  and  efficient  organization. 
The  elimination  of  waste  usually  comes  from  without  after  a 
political  upheaval.  The  innate  power  of  adaption  to  new  con- 
ditions and  the  elimination  of  functions  or  members  which 
have  become  useless  is  almost  absent. 


IV 


While  great  saving  may  be  accomplished  within  the  govern- 
ment organization  which  now  exists,  the  elimination  of  this 
waste  would  be  easier  and  the  improvement  more  permanent 
if  certain  fundamental  defects  in  our  political  system  could 
be  remedied. 

1.  The  first  of  these  is  the  lack  of  intimate  knowledge  of 
what  government  is  doing.  The  electorate  is  sovereign,  the 
ultimate  master.  It  must  pass  judgment  upon  the  work  which 
its  servants  do.  The  electorate  does  not  have  this  knowledge; 
the  legislature  does  not  have  it ;  frequently  the  elective  execu- 
tive officers  do  not  have  it  in  any  comprehensive  way.  Elec- 
tors vote  and  the  legislature  passes  appropriation  bills  without 
authentic  facts  before  them.  Administrative  officers  are  fre- 
quently condemned  for  the  things  they  do  well,  and  applauded, 
or  at  least  not  condemned,  for  the  things  they  do  poorly.  The 
effect  of  this  upon  the  ambition  and  initiative  of  administra- 
tive officials  can  scarcely  be  exaggerated.     Their  work  is  fre- 
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quently  of  a  regulative  character.  It  naturally  irritates  those 
who  are  regulated,  however  tactfully  and  considerately  per- 
formed. It  makes  enemies  but  although  it  may  be  manifestly 
in  the  public  interest,  it  does  not  make  friends  of  correspond- 
ing number  and  strength.  Ignorance  of  public  work,  its  diffi- 
culties, its  effect  and  its  cost;  and  indifference— the  product 
of  ignorance— are  probably  the  most  fundamental  causes  of 
inefficiency  in  the  public  service.  They  can  be  remedied  only 
by  developing  an  adequate  agency  to  measure  governmental 
performance,  ascertain  results  and  costs  on  a  comprehensive 
scale,  and  continuously  bring  the  facts  home  to  the  public. 

At  present  there  is  in  most  places  no  such  agency.  The 
members  of  city  councils  and  state  legislatures  change  so  fre- 
quently, serve  for  terms  so  short  and  work  in  an  atmosphere 
which  makes  it  practically  impossible  for  them  to  ascertain 
accurately  what  the  departments  of  government  are  doing. 
Elective  executives  of  the  higher  type,  such  as  mayors  and 
governors,  are  usually  elected  for  a  term  so  short  and  are 
necessarily  so  preoccupied  with  matters  purely  political,  that 
they  cannot  find  time  to  ascertain  with  certainty  whether  the 
work  of  each  department  is  being  conducted  at  a  cost  commen- 
surate with  the  results  achieved,  "We  have  no  criticism  to  pass 
at  this  point.  On  the  contrary,  when  we  consider  the  circum- 
stances under  which  such  officials  usually  work,  the  uncer- 
tainty of  their  tenure  of  office,  the  cost  in  time  and  money  of 
securing  nomination  and  election,  we  can  only  wonder  that 
they  find  as  much  time  and  energy  as  they  frequently  do  find 
to  devote  to  the  real  work  of  their  offices  and  securing  a  real 
acquaintanceship  with  the  efficiency  of  the  various  adminis- 
trative departments. 

The  main  problem  of  ignorance  and  inertia  is  being  attacked 
by  efficiency  bureaus  and  taxpayers'  associations,  formed  for 
the  most  part  under  private  auspices.  They  have  a  great  and 
a  perman  ent  work  to  do  and  should  receive  every  encourage- 
ment. But  the  public  itself  must  develop  similar  agencies. 
Just  how  these  should  be  constituted  is  a  question  upon  which 
it  is  unnecessary  to  pronounce  here.  They  may  be  developed 
as  a  subsidiary  agency  of  the  legislature,  of  the  chief  executive 
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officer,  or  may  be  detached  from  both  and  allied  with  a  quasi- 
iudependent  civil  service  bureau.  But  the  work  of  regularly 
testing  governmental  performances  and  publishing  the  results 
is  an  indispensable  requisite  of  the  introduction  of  real  effi- 
ciency. 

2.  Another  fundamental  defect  is  found  in  the  diffusion  of 
power  and  responsibility.  The  people  elect  a  legislature  to 
carry  out  their  will  and  then  ordinarily  split  it  into  two  parts 
in  order  that  the  one  may  check  the  other.  Executive  officers 
are  then  also  elected,  taking  their  mandate  directly  from  the 
people  to  check  and  be  checked  by  the  legislative  houses. 
Above  all,  the  courts  and  a  constitution  often  operate  to 
further  check  the  others.  This  is  organization  for  impotence, 
not  for  results.  Government  becomes  under  such  conditions 
a  simple  game  of  "passing  the  buck."  Responsibility  is 
shifted  from  the  legislature  to  the  executive,  to  the  judiciary, 
to  the  constitution,  back  to  the  people  and  on  again  through 
the  same  vicious  circle.  Much  time  and  the  best  brains  of 
those  in  the  public  service  are  used  in  overcoming  internal 
friction.  If  the  people  want  little  done  and  that  little  done  in 
an  expensive  way,  we  have  developed  a  marvelously  effective 
way  of  satisfying  the  people 's  desire.  If  the  people  want  some- 
thing done  and  want  it  done  economically,  responsibility  and 
power  must  be  definitely  localized. 

This  does  not  mean  "more  legislation"  or  "more  govern- 
ment." It  means  only  economical  accomplishment  of  what- 
ever the  majority  decides  to  undertake.  Neither  does  it  mean 
the  sacrifice  of  local  democracy  and  home  rule.  It  means  only 
the  definite  allocation  of  power  and  correlative  responsibility. 
Concretely  it  means  the  simplification  of  governmental  ma- 
chinery, reduction  in  the  size  of  legislative  bodies,  shortening 
of  the  ballot,  closer  relationship  between  executive  and  legis- 
lative departments,  introduction  of  the  budget,  and  the  de- 
velopment of  the  function  of  continuous  examination  and 
public  display  of  administrative  performance  and  efficiency. 

3.  In  this  connection  it  should  be  pointed  out  that  the  bur- 
den imposed  by  increasing  public  expenditures  is  aggravated 
by  the  methods  of  taxation  employed  by  the  federal  state  and 
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local  governments.  The  indirect  taxes  imposed  by  the  federal 
government  may  constitute  both  a  necessary  and  on  the  whole 
a  desirable  form  of  taxation.  If  this  be  true,  however,  the 
federal  government  should  take  pains  to  ascertain  and  make 
public  how  this  burden  affects  the  different  sections  of  the 
country  and  different  classes  of  the  population.  To  impose 
hundreds  of  millions  of  taxes  without  knowing  where  they 
fall,  at  least  in  an  approximate  and  general  way,  is  to  invite 
the  errors  that  follow  upon  ignorance  and  misapprehension. 

Secondly,  our  state  and  local  taxes  on  business  fall  upon 
the  successful  and  unsuccessful  alike ;  weigh  nearly  as  heavily 
upon  the  new  enterprise  whose  future  is  uncertain  as  upon  the 
established  business  whose  success  is  reasonably  assured.  All 
this  arises  from  the  American  practice  of  taxing  investment 
and  realized  wealth,  rather  than  income.  We  do  not  assert 
that  business  enterprise,  as  distinguished  from  land  and  in- 
vestment, are  taxed  either  too  much  or  too  little.  But  there 
is  strong  reason  to  believe  that  whatever  amounts  should  be 
raised  from  business  enterprises  should  be  raised  by  different 
methods,  methods  which  will  place  a  greater  relative  burden 
upon  business  concerns  whose  earnings  are  high  and  well 
assured,  and  a  smaller  relative  burden  upon  new  enterprises 
and  those  which  have  not  reached  the  dividend  paying  stage. 
Concretely  we  recommend  that  this  association  arrange 
through  committee  for  an  investigation  and  report  upon  the 
methods  of  taxing  business  enterprise. 

V 

Recommendations 

1,  Testimony  of  qualified  observers  is  practically  unanimous 
to  the  effect  that  enormous  savings  may  be  accomplished  within 
the  limits  of  government  as  now  organized.  The  burden  of 
taxation  has  become  a  positive  check  to  business  enterprise. 
Under  the  circumstances  it  should  be  insisted  that  further 
extensions  of  governmental  activity  shall,  for  a  considerable 
period  at  least,  be  financed  out  of  savings.  , 
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2,  To  accomplish  this  result  it  is  necessary  to  overcome 
the  existing  indifference  of  the  electorate  and  then  to  ascertain 
where  economies  can  be  effected  and  how  successfully  intro- 
duced.   To  these  ends  we  recommend : 

First,  that  this  association  adopt  a  resolution  urging  Con- 
gress to  direct  the  census  bureau  to  publish  annually  for  a 
selected  group  of  states,  counties,  towns,  villages  and  cities, 
statistics  of  expenditure,  taxation,  public  debt  and  wealth,  in- 
cluding in  this  group— similar  to  the  registration  area  used  in 
vital  statistics— those  states  and  political  subdivisions  whose 
financial  accounts  are  published  promptly  and  in  such  form  as 
will  permit  of  consolidated  statement. 

Second,  that  a  resolution  be  passed  urging  every  state 
legislature  which  has  not  already  done  so  to  require  all  political 
subdivisions  to  publish  annually  a  brief  statement  showing  the 
increase  or  decrease  in  expenditures,  receipts,  taxes  and  public 
debt;  and  that  to  this  end  (a)  a  member  of  the  National  Tax 
Association  be  appointed  in  each  state  to  work  for  such  legis- 
lation and  (b)  that  this  committee  be  continued  in  order  to 
keep  in  touch  with  these  representatives,  supply  them  with 
laws  passed  in  other  states,  and  such  suggestions  and  assistance 
as  it  may  be  possible  to  render. 

Third,  to  measure  governmental  performance  and  ascertain 
where  economies  may  be  introduced,  national  and  state  gov- 
ernments should  establish  bureaus  of  efficiency  properly 
manned  and  equipped.  These  cannot  take  the  place  of  private 
efficiency  bureaus,  taxpayers'  associations  and  the  like.  The 
latter  are  indispensable  and  should  be  given  every  opportunity 
to  examine  and  report  upon  the  efficiency  of  public  work.  The 
public  efficiency  bureaus  referred  to  may  be  associated  with 
the  legislature  or  chief  executive  department  or  given  a  quasi- 
independent  status  as  a  separate  commission— as  the  circum- 
stances of  particular  times  and  places  may  require — but  they 
should  be  so  constituted  as  to  have  the  freest  access  to  public 
offices,  do  their  work  continuously,  and  have  their  recommenda- 
tions treated  as  other  than  mere  academic  proposals.  They 
must  be  made  an  integral  and  permanent  part  of  government, 
bent  upon  reducing  cost. 
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Fourth,  to  make  such  bureaus  effective  modern  government 
must  be  simplified  and  the  existing  diffusion  of  power  and  re- 
sponsibility corrected.  The  short  ballot,  and  those  modifica- 
tions which  logically  go  along  with  it,  should  be  introduced. 
A  single  legislative  chamber,  reduction  in  the  number  of  elec- 
tive executive  officers,  closer  relationship  between  Igislative 
and  executive  departments  of  government,  a  budget  which 
emphasizes  the  spirit  but  wastes  no  time  and  effort  on  the  form 
of  this  procedure — are  probably  all  necessary  accompaniments 
of  any  movement  permanently  to  reduce  public  expenditures 
and  increase  public  efficiency. 

Fifth,  to  get  these  movements  under  way  and  overcome 
existing  indifference,  a  systematic  propaganda  should  be 
started  for  the  betterment  of  existing  conditions  along  the 
lines  named.  Such  a  movement  can  offend  few,  if  any,  persons 
or  interests  worth  considering.  Practically  every  one  agrees 
that  whatever  functions  the  government  undertakes  should  be 
performed  as  economically  as  possible.  We  recommend  ac- 
cordingly the  organization  of  a  national  taxpayers'  efficiency 
association — or  the  assumption  of  this  work  by  the  National 
Tax  Association— designed  to  awaken  the  people  to  the  menace 
involved  in  the  growi:h  of  expenditures,  secure  the  publication 
of  simple  understandable  statistics,  point  out  where  economies 
may  be  effected,  inform  minor  civil  divisions  in  particular  of 
the  bureaus  or  agencies  from  which  they  may  secure  expert 
help  in  reorganizing  their  accounts  and  reducing  costs,  and  in 
short  to  spread  and  strengthen  the  work  now  being  developed 
by  the  public  and  private  efficiency  bureaus  already  in  ex- 
istence. 

The  National  Assembly  of  Civil  Service  Commissioners  has 
already  adopted  a  resolution  recommending  the  creation  of  a 
central  agency  or  bureau  to  supply  information  and  expert 
assistance  to  the  various  civil  service  commissions  throughout 
the  country.  This  resolution  further  recommended  the  con- 
solidation of  such  a  bureau  with  a  national  efficiency  bureau 
and  the  close  coordination  of  local  efficiency  bureaus  and  civil 
service  commissions. 
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It  is  not  desired  to  interfere  or  compete  with  this  work.  The 
essential  task  of  the  taxpayers'  association  referred  to  would 
be  to  awaken  a  demand  for  such  work.  A  widespread  desire 
for  greater  economy  and  generous  public  support  of  tliose 
changes  necessary  to  effect  economy  are  quite  as  necessary  and 
even  more  difficult  to  achieve  than  the  technical  work  of  in- 
troducing economical  organization  and  operation  itself.  Such 
work  can,  profitably  to  the  taxpayers  of  this  country,  be 
undertaken  by  this  association  or  some  allied  body. 

Finally  we  recommend  the  adoption  of  tax  limitation  laws 
similar  to  those  existing  in  the  state  of  Colorado.  Such  laws 
should  contain  in  substance  provisions  similar  to  the  following : 

(a)  The  taxes  levied  by  any  political  subdivision  should 
not  exceed  those  of  the  preceding  year  by  more  than,  say,  5  per 
cent  except  in  cases  of  emergency. 

(b)  Whether  an  emergency  exists  shall  be  determined  by 
some  independent  body,  such  as  the  courts,  state  tax  commis- 
sion, or  board  consisting  of  the  principal  elective  state  officers. 

(c)  In  cases  of  emergency  an  increase  in  taxes  not  to  ex- 
ceed, say,  15  per  cent  may  be  authorized  by  the  above  board 
or  agency. 

(d)  But  any  increase  beyond  the  limit  last  named  must  be 
ratified  by  referendum  vote  within  the  political  subdivisions 
concerned. 

Respectfully  submitted, 

F.  E.  Doty, 

Geo.  G.  Tunell, 

Harris  S.  Keelee, 

A.  P.  Ramstedt, 

T.  S.  Adams,  Chairman. 
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Mr.  A.  C.  Pleydell  of  New  Jersey :  Mr.  Chairman,  on  one 
point  of  the  recommendations  I  should  say  that  the  state  of 
New  Jersey  had  for  some  years  maximum  tax  rate  laws,  which 
gave  us  much  trouble  and  which  were  all  wiped  off  the  statute 
books  this  year,  I  think  on  the  whole  to  the  benefit  of  the  state, 
and  therefore  I  would  dissent  from  the  recommendation  in  the 
report  favoring  the  enactment  of  tax  limit  laws. 

Speaking  personally  and  on  the  broader  question,  I  am  not 
alarmed  by  the  increase  in  pubic  expenditures.  I  think  it  is 
a  normal  phenomenon,  likely  to  continue  for  several  reasons. 
Entirely  apart  from  any  increase  in  the  functions  of  govern- 
ment as  we  understand  them,  I  think  it  is  an  economic  law 
that  public  expenditures  per  capita  will  increase  somewhat 
in  a  proportion  to  the  increasing  density  of  population— I 
should  say,  more  on  the  square  of  the  density.  I  don't  mean 
that  as  any  exact  ratio,  but  that  as  population  in  any  locality 
becomes  denser  the  public  expenditures  per  capita  must  of 
necessity  increase.  The  very  density  of  itself  compels  the 
undertaking  of  various  functions  that  do  not  need  to  be  done 
collectively  when  people  live  further  apart. 

Another  point  is  this :  As  a  rule  the  communities  where 
the  people  are  paying  the  highest  taxes  per  capita  are  the  most 
prosperous  communities.  I  don't  lay  that  down  as  an  in- 
variable rule.  And  I  don't  think  it  is  because  the  prosperity 
of  the  people  enables  the  higher  taxes  to  be  collected,  but  that 
it  is  because  when  taxes  are  properly  expended — expended 
in  accordance  with  economic  law— they  multiply  the  oppor- 
tunities for  the  production  of  wealth.  That  principle  I  think 
affords  the  final  test,  if  a  method  can  be  devised  for  applying 
it,  as  to  whether  increases  in  public  expenditures  are  justified 
or  not,  the  test  being  whether  they  aid  in  increasing  the  gen- 
eral production  of  wealth  over  and  above  the  amount  of  the 
taxes  collected. 

376 
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If  I  may  make  my  point  a  little  clearer  by  an  analogy— in 
modern  civilization  what  may  be  called  the  distribution  of  the 
finished  product  from  factory  to  consumer  tends  to  become 
more  and  more  expensive  relatively  to  the  cost  of  the  product 
at  the  factory.  Take  this  illustration:  In  a  primitive  com- 
munity, where  cobblers  make  shoes  by  hand  and  sell  them  right 
at  their  door  to  the  customer,  the  expense  of  the  finished 
product  is  almost  entirely  that  of  the  raw  material  and  the 
cobbler's  work;  the  expense  of  getting  the  finished  shoe  to  the 
consumer  is  almost  nothing,  and  in  some  cases  is  nothing,  as 
the  consumer  is  right  there.  The  converse  is  the  modern  shoe 
factory  turning  them  out  by  thousands :  the  cost  of  the  finished 
shoe  at  the  factory  is  small  relatively  to  the  cost  which  is  added 
for  getting  the  product  to  the  consumer— transportation, 
wholesale  and  retail  costs,  etc. ;  and  yet  in  spite  of  the  increased 
cost  of  this  distribution  of  the  finished  product  we  get  things 
cheaper  under  modern  methods. 

And  similarly  it  is  in  many  cases  profitable  to  pay  a  larger 
and  larger  part  of  the  total  wealth  for  taxes  in  order  to  have 
certain  functions  performed  by  government.  An  illustration 
is,  spending  a  lot  of  money  for  improved  roads,  cutting  out 
grades,  so  that  farmers  can  haul  twice  as  heavy  loads  to 
market,  thereby  reducing  the  expenses  of  marketing,  con- 
versely increasing  the  profits  of  farming,  and  in  most  cases 
the  value  of  the  land,  far  and  away  above  the  amount  of  taxes. 

There  is  perhaps  a  point  at  which  the  density  of  population 
brings  about  such  a  large  increase  in  the  necessary  functions  of 
government  as  to  ofi^set  the  economic  advantage  of  the  density, 
and  I  think  sometimes  that  New  York  City  is  near  that  point, 
and  that  that  is  the  reason  for  some  of  the  present  complaint 
abcut  high  taxes.  Perhaps  new  transportation  facilities  and 
other  improvements  will  relieve  that  condition.  Nevertheless, 
I  think  the  principle  is  the  valid  one  to  apply  and  the  one 
which  has  to  be  kept  in  mind  in  considering  the  increase  in 
public  expenditures,  which  look  so  very  large  when  we  con- 
sider them  merely  in  dollars  and  cents  and  do  not  take  the 
larger  view  of  their  relation  to  the  prosperity  of  the  com- 
munity. 
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Mr.  Frank  W.  Clancy  of  New  Mexico :  In  response  to  what 
has  just  been  said,  it  appears  to  me  that  Mr.  Adams  was  not 
complaining  of  the  great  increase  of  public  expenditures  but 
was  trying  to  point  out  that  there  had  been  unnecessary  in- 
creases. I  quite  agree  with  the  gentleman  who  just  spoke  that 
the  mere  increase  of  public  expenditures  in  itself  is  not  a  dis- 
couraging sign  but  the  reverse ;  but  I  also  fully  agree  with  Mr. 
Adams  that  there  is  much  of  unnecessary  expenditure  which 
could  be  curtailed  by  the  adoption  of  proper  methods  such  as 
he  pointed  out  in  the  report  which  he  read.  On  the  subject  of 
limitation  of  tax  levies,  I  have  no  knowledge  of  the  conditions 
in  New  Jersey  but  I  feel  very  certain  that  out  in  this  part  of 
the  United  States  some  limitation  of  that  kind  is  absolutely 
necessary,  especially  as  to  the  power  of  counties  and  muni- 
cipalities and  cities  and  towns  to  levy  taxes.  With  the 
buoyant,  hopeful,  optimistic  conditions  which  prevail  with  us 
through  this  region,  persons  in  authority  in  counties  and  cities 
do  not  stop  to  count  the  cost,  and  if  there  is  not  a  limit  put 
upon  them  they  would  go  up  to  unreasonable  tax  levies,  and 
experience  has  shown  us  that  as  a  rule  where  there  is  any  limit 
fixed  authorities  go  up  to  that  limit.  It  is  very  seldom  that 
they  drop  below  it.  As  to  the  best  method  of  fixing  a  limita- 
tion I  won't  undertake  to  say.  In  my  own  adjoining  state 
property  owners  and  especially  the  representatives  of  the  large 
corporations  have  always  been  filled  with  dread  and  appre- 
hension about  the  tax  levying  powers  of  the  county  authorities, 
while  they  have  had  no  such  fear  as  to  the  central  territorial 
or  now  state  authority.  That  fear  is  well  founded,  and  with 
us  out  in  this  region  such  limitation  is  absolutely  necessary. 

I  am  very  glad  that  Mr.  Adams  referred  to  one  thing  which, 
to  my  mind  at  least,  and  I  think  to  a  great  many  of  you,  would 
appear  in  itself  to  go  further  towards  remedying  not  only  the 
evils  in  taxation  and  public  expenditures  but  in  many  other 
directions  in  the  public  service,  and  that  is  the  advantage  of 
the  adoption  of  what  is  commonly  known  as  the  short  ballot, 
which  would  enable  the  voter  to  make  more  intelligent  choice 
of  his  public  servants  than  under  our  present  systems  where 
there  may  be  any  number  of  candidates  or,  at  least,  a  great 


DISCUSSION— PUBLIC  EXPENDITURES  379 

many,  I  don 't  know  how  many  there  may  be  in  Colorado,  but  I 
saw  in  the  newspapers,  that  at  this  primary  election  there 
were  177  candidates  in  all  the  parties  to  be  voted  for,  and 
the  average  voter  would  have  some  difficulty  in  judging  in 
any  such  multitude  of  candidates.  If  we  could  reduce  in  our 
state  elections  the  officers  to  be  elected  to  the  governor  and 
lieutenant  governor  and  members  of  the  legislature,  I  feel 
certain  that  we  would  have  a  great  and  prompt  improvement  in 
the  administration  of  state  affairs. 

I  may  say  that  I  have  not  been  able  to  find  any  cause  to 
quarrel  with  Mr.  Adams'  report  in  anything,  unless  it  might 
be  in  some  very  small  details. 

Mr.  Charles  A.  Andrews  of  Massachusetts :  It  seems  to  me 
that  there  is  one  thing  that  you  ought  to  keep  in  mind  as  a 
probable  result  of  a  limitation  in  tax  rates.  A  limitation  in 
tax  rates  I  think  you  cannot  conclude  will  necessarily  bring 
about  a  limitation  in  public  expenditure.  If  you  cannot  get 
revenue  by  letting  your  tax  rate  go  up  high,  you  are  pretty 
likely  to  find  another  way  of  getting  it,  and  the  other  way  of 
getting  it  is  to  bond  your  city  for  current  expenses.  Perhaps 
that  is  a  practice  that  some  of  your  people  out  here  in  the  west 
never  heard  of.  It  is  a  practice,  however,  that  Massachusetts 
has  heard  of  and  has  indulged  in  to  such  an  extent— and  it 
was  successfully  done  and  often  covered  up— that  by  legisla- 
tion of  1912  we  turned  about  and  we  think  we  are  on  the  right 
track.  We  have  now  said  that  municipalities  and  cities  may 
borrow  for  certain  purposes  and  issue  bonds  for  certain  other 
purposes,  all  of  which  purposes  are  set  down  in  the  statute.  I 
cannot  give  you  the  detail  but  it  provides  for  an  issue  of 
fifteen-year  bonds  for  some  purposes,  twenty-year  bonds  for 
others,  etc.,  and  that  they  can  borrow  for  no  other  purposes 
and  that  whatever  expense  they  incur  besides  will  be  met  out 
of  the  tax  rate,  and  I  suspect  that  is  a  pretty  wise  way  of 
handling  the  problem.  If  the  people  are  foolish  enough  to 
spend  a  million  dollars  this  year  and  pay  for  it  in  their  tax 
rate,  perhaps  they  will  come  down  $900,000  next  year. 
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Mr.  Lawson  Purdy:  I  think  that  is  one  of  the  finest  stat- 
utes ever  passed.  I  read  it  with  great  interest  a  few  months 
ago.     I  would  like  to  know  who  is  the  author  if  it. 

Chairman  Foote :    Perhaps  Mr.  Andrews  will  tell  you. 

Mr.  Andrews :  I  cannot  tell  you  the  individual.  That  stat- 
ute is  the  result  of  a  legislative  committee  on  municipal  finance 
which  was  appointed  in  response  to  a  resolve  of  1911,  I  think 
and  worked  faithfully  for  nearly  six  months  and  reported  to 
the  succeeding  legislature. 

Mr.  Lawson  Purdy  of  New  York :  I  would  like  to  ask  Mr. 
Coulter  whether  he  has  with  him  in  those  statistics  for  the  146 
cities  a  table  showing  the  same  results  with  the  city  of  New 
York  eliminated. 

Mr.  Coulter:  Yes,  sir;  those  have  been  completed  and  are 
in  the  report. 

Mr.  Lawson  Purdy :  Have  you  them  with  you  ?  The  reason 
for  my  question  is  that  it  may  be  interesting  to  see  whether 
the  city  of  New  York  averages  about  in  the  same  ratio  as  the 
others,  or  whether  the  city  of  New  York  by  reason  of  its  large 
percentage  of  the  whole  has  weighted  the  result  in  any  im- 
portant particular. 

Mr.  Coulter:  As  a  matter  of  fact  the  larger  the  city  the 
higher  the  per  capita  expenditures.  The  cities  have  for  prac- 
tical purposes  in  this  report  been  divided  into  five  general 
groups,  of  which  New  York  is  in  the  largest.  The  "per 
capitas ' '  as  between  the  different  groups  show  an  increase  from 
the  group  with  the  smallest  size  cities  to  the  group  with  the 
largest  size  cities.  In  group  five,  which  would  be  the  smallest 
group,  the  governmental  cost  payments  per  capita  were  $22.41, 
while  for  the  largest  group,  including  New  York,  it  was  $39.00 ; 
so  it  ranges  from  $22  to  $39,  and  it  goes  up  more  or  less  gradu- 
ally.    The  second  group  above  shows  $24,  the  third  group 
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$29.81,  the  next  group  $37,  and  the  highest  $39,  so  that  by 
balancing  them  altogether,  the  $22  and  $39,  brings  the  aver- 
age to  $33.08. 

Mr.  A.  C.  Girdwood  of  Maryland :  I  would  like  to  ask  Mr. 
Coulter,  relative  to  the  expenditure  of  a  given  year,  what  dis- 
position is  made  of  the  new  debt  created  during  that  year. 
For  instance,  $3,000,000  of  a  bond  issue  is  spent  in  one  year ; 
is  that  treated  as  expense  for  that  year  or  is  it  apportioned 
over  the  life  of  the  bond? 

Mr.  Coulter :  It  is  eliminated  as  one  of  the  non-revenue  re- 
ceipts and  it  is  eliminated  as  a  non-governmental  cost  pay- 
ment in  case  it  is  a  debt  paid  off  out  of  a  sinking  fund,  so 
that  it  is  eliminated  from  all  of  my  discussion  here  as  not 
being  a  revenue  receipt  or  a  governmental  cost  payment.  The 
interest  only  would  be  considered  in  the  annual  account. 

Mr.  J.  E.  Brindley  of  Iowa :  Did  I  understand  you  to  say, 
Mr.  Coulter,  that  the  expenditure  for  public  highways  has 
shown  a  decrease? 

Mr.  Coulter :    That  item  I  quoted  was  for  the  cities. 

Mr,  Brindley:  I  was  wondering  whether  in  making  that 
statement  there  was  included  interest  and  amortization  of  the 
bonds.  There  has  been  an  enormous  amount  of  bonds  issued 
in  the  last  few  years. 

Mr,  Coulter :    The  item  quoted  included  the  interest. 

Mr.  Brindley:    And  amortization? 

Mr.  Coulter:  The  amortization  would  be  the  creation  of 
a  sinking  fund  which  would  be  accounted  for  in  connection 
with  the  assets  of  the  city. 

Mr.  Brindley :  Of  course  in  the  revenues  so  far  as  they  are 
collected  and  converted  into  sinking  funds  you  have  a  trans- 
fer payment. 
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Mr.  Coulter:  I  have  been  making  some  investigation  and 
was  rather  surprised  at  some  of  the  results.  I  know  there 
have  been  immense  increases  in  the  bonded  indebtedness  of 
cities  and  the  rate  of  increase  is  shown  in  the  report.  I  have 
with  me  two  of  the  pamphlets  which  have  already  been  issued. 
This  one  I  was  quoting  concerning  cities  is  the  Financial  Sta- 
tistics of  Cities,  Bulletin  118.  The  report  is  now  off  the 
press. 

Mr,  Lawson  Purdy :  I  should  like  to  ask  ]\Ir.  Coulter  whether 
in  his  reports  he  has  made  the  dollar  of  1902  comparable  with 
the  dollar  of  1912.  While  public  expenditures  doubtless  have 
risen,  the  dollar  has  risen  too,  and  it  would  seem  highly  de- 
sirable that  the  report  should  show  approximately  the  rela- 
tive value  of  the  1902  dollar  and  the  1912  dollar. 

Mr.  Coulter:    No  such  attempt  has  been  made. 

Mr.  Purdy:    Would  it  not  be  easily  practicable? 

Mr.  Coulter :    I  think  it  probably  would  on  total  sums. 

Mr.  Purdy:  Just  in  front  of  the  book  say  the  1902  dollar 
is  worth  in  1912  $1.25  or  $1.40,  whatever  it  is. 

Mr.  Dan  M.  Link  of  Indiana:  In  answer  to  Mr.  Purdy,  I 
think  Professor  Adams  has  already  worked  that  problem  out, 
I  think  in  an  article  written  for  La  Follette's  Magazine. 

Mr.  Purdy:  I  have  no  doubt  statistics  exist.  I  have  seen 
many  such  statistics.  It  was  a  suggestion  that  in  this  report 
it  would  be  desirable  to  bring  the  two  facts  together  so  that 
one  could  reduce  the  figures  of  the  latter  year  to  the  basis  of 
the  other  year,  measured  in  money.  Then  we  would  have  an 
absolute  standard,  or  nearly  so,  of  actual  increase  rather  than 
a  mere  dollar  standard,  which  we  all  know  is  not  accurate. 

Professor  T.  S.  Adams :  It  would  be  simple  to  take  an  ordi- 
nary index  number  showing  the  change    in    the  purchasing 
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power  of  money  and  correct  statistics  of  expenditures  in  that 
way.  There  would  be  nothing  absolute  about  it.  It  would  be 
a  rough  way  of  eliminating  the  depreciation  in  the  value  of 
money. 

I  would  like  to  say  this  as  to  tax  limitation  laws  while  I  am 
on  my  feet.  The  recommendation  of  the  committee  is  not  for 
a  tax  limit  law  expressed  in  terms  of  rates,  not  that  taxes  shall 
be  limited  to  so  many  mills  on  the  assessed  valuation,  but  it  is 
a  limitation  based  upon  the  expenditures  of  the  preceding  year 
or  the  tax  levies  of  the  preceding  year.  I  myself  have  been 
doubtful  about  tax  limitation  laws  for  years,  but  I  am  a  recent 
convert  to  the  utility  of  tax  limit  laws  of  the  Colorado  type. 
Very  large  cities  such  as  Chicago  and  New  York  might  well 
be  exempt  and  subject  to  special  laws.  The  trouble  with  gov- 
ernmental work  is  that  there  is  nothing  to  force  economy.  If 
it  is  true,  as  everybody  seems  to  think,  that  there  is  a  great 
margin  of  waste  in  governmental  work,  anything  we  can  do 
to  force  economy  is  a  good  thing.  More  important  still,  and 
it  is  this  which  has  changed  my  mind  and  made  me  a  convert 
to  the  tax  limitation  law,  is  its  effect  on  tax  administration.  I 
think  the  members  of  the  Colorado  Tax  Commission  will  tell 
you  that  their  very  admirable  campaign  to  secure  full  value 
assessments  would  have  been  utterly  impossible  had  it  not  been 
assisted  by  a  tax  limitation  law  of  this  kind;  and  the  Wis- 
consin Tax  Commission  would  have  been  much  more  comfort- 
able in  their  campaign  for  full  value  assessments  if  they  had 
secured  in  advance  the  enactment  of  a  tax  limitation  law.  Men 
familiar  with  the  operation  of  tax  limit  laws  are  here,  and  if 
they  have  defects  I  hope  some  of  these  men  will  point  them  out. 

Chairman  Foote :  The  first  tax  limit  law  I  have  knowledge 
of  was  enacted  in  West  Virginia.  It  preceded  the  effort  to 
revalue  the  property  of  the  state  and  raise  it  to  full  value. 
And  there  as  elsewhere  the  tax  limit  has  been  a  necessary 
adjunct  to  such  a  movement.  I  see  Mr.  Phillips  of  the  Colo- 
rado Tax  Commission  here.  Will  you  make  a  statement  re- 
garding Colorado  ? 
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Mr.  John  B.  Phillips  of  Colorado:  Mr.  Chairman,  Ladies 
and  Gentlemen :  The  law  as  drawn  in  this  state  and  as  it  now 
stands  on  the  books  provides  a  specific  limit  for  the  counties 
according  to  the  assessed  valuation  for  raising  the  general 
county  tax,  the  poor  and  contingent  funds.  For  those  three 
things  the  limit  is  fixed  in  mills.  Then  there  is  a  blanket  pro- 
vision in  the  law  providing  that  no  tax  levying  body  shall 
exceed  what  was  levied  in  1912  by  more  than  fifteen  per  cent. 
This  was  originally  introduced  at  ten  per  cent  and  the  legisla- 
ture raised  it  to  fifteen,  and  for  any  year  after  1913  the  law 
provides  that  no  tax  levying  body  shall  levy  more  than  a  five 
per  cent  increase  over  what  was  levied  the  preceding  year. 
Now  in  fixing  up  this  scale  of  course  we  could  not  make  it  fit 
all  counties  and  there  had  to  be  somewhere  an  elastic  pro- 
vision, a  saving  clause,  so  that  on  application  and  proper  show- 
ing to  the  tax  commission  an  increase  might  be  granted,  and 
the  maximum  increase  that  might  be  granted — may  still  be 
granted— is  five  mills  on  the  assessed  valuation  of  the  property 
in  the  district  concerned.  It  was  necessary  therefore  to  grant 
some  increase  in  quite  a  number  of  mountain  counties,  where 
property  had  been  assessed  considerably  higher  than  on  one- 
third  of  its  full  cash  value  as  was  the  alleged  assessment  over 
the  rest  of  the  state  in  1912.  It  was  also  found  necessary  to 
exercise  the  power  under  this  elastic  clause  in  a  good  many 
school  districts.  Probably  out  of  the  1,700  school  districts  in 
the  state  between  150  and  200  were  allowed  certain  increases. 
This  was  because  the  school  districts  do  not  make  a  levy  every 
year.  In  some  districts  they  make  the  levy  too  large  and  then 
some  years  they  do  not  make  a  levy  the  next  year.  The  finances 
of  school  districts  are  more  or  less  irregular. 

Aside  from  these  comparatively  few  increases  granted  by 
the  tax  commission,  the  law  seems  to  be  working  well  and  for 
this  coming  year,  up  to  date,  not  a  dozen  applications  have 
been  made  for  increases  in  the  levy  allowed.  It  is  expected 
that  the  tax  comission  will  deny  all  increases  that  are  consider- 
ably larger  than  the  amount  that  was  levied  last  year  and 
throw  this  matter  back  on  to  the  districts  or  the  municipalities 
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as  the  case  may  be,  where  they  must  hold  an  election.  The 
law  provides  that  if  any  tax  levying  body  is  refused  this  in- 
crease and  then  wishes  to  take  up  the  matter  with  an  election 
they  may  do  this  and  this  is  the  way  we  intend  to  hold  these 
school  districts  dowTi  to  a  reasonable  level.  I  explained  or 
intended  to  explain  the  other  day  in  my  remarks,  that  owing 
to  the  distribution  of  corporations  over  the  state  here,  it  so 
happens  that  frequently  a  railroad  is  paying  seventy-five  per 
cent  of  all  taxes  in  the  school  district,  and  in  rare  instances 
even  as  high  as  eighty  or  ninety  per  cent.  The  enthusiasm  of 
the  voters  in  those  districts  for  education  is  sometimes  in  pro- 
portion to  the  amount  of  railroad  valuation  therein  and  they 
wish  two  or  three  new  schoolhouses  built,  so  it  is  necessary  to 
use  considerable  care  in  this  matter  of  granting  increased 
levies.  But  I  believe  thus  far  it  would  be  safe  to  sum  up  and 
say  that  the  law  is  working  satisfactorily  and  is  generally 
approved  by  every  one,  so  far  as  I  know,  in  the  state.  No 
serious  criticism  has  been  raised. 

Mr.  S.  T.  Bledsoe  of  Oklahoma:  In  Oklahoma  we  have 
limitations  upon  every  taxing  body  in  the  state.  They  are  all 
written  in  the  constitution.  The  right  to  levy  a  tax  of  a  given 
amount  is  vested  in  a  certain  taxing  body,  like  the  trustees 
of  a  school  district,  or  the  county  commissioners,  or  county 
officers,  or  the  road  commissioners,  and  so  on,  with  permission 
to  increase  that  levy  under  certain  circumstances  upon  a  vote 
of  a  majority  of  the  electors  within  the  taxing  jurisdiction. 
But  they  can  increase  it  only  to  a  limited  extent  by  a  vote  of 
that  character.  Now  in  1911  the  legislature  finding  that  that 
limit  was  too  high  proceeded  to  reduce  the  limit  and  to  create 
an  excise  board  for  the  county  and  to  provide  that  no  increase 
should  be  made  by  any  of  these  local  bodies  except  upon  sub- 
mission to  the  excise  board  and  a  request  upon  the  excise 
board  to  call  an  election  for  the  purpose  of  voting  the  in- 
crease. If  the  excise  board  thought  the  expenses  for  the 
coming  year  as  estimated  were  necessary  expenses  and  would 
justify  an  increase,  they  called  an  election  and  submitted  to 
the  voters  the  increase  which  in  their  judgment  should  be  made, 
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not  exceeding  the  amount  recommended  by  the  trustees  of  the 
school  district  or  road  commissioners  or  whatever  the  body 
might  be. 

That  law  has  operated  very  satisfactorily  in  Oklahoma.  It 
has  operated  to  reduce  the  taxes  considerably  and  it  has  done 
much  to  help  bring  property  up  to  its  full  value,  because  in 
many  instances  where  they  couldn  't  secure  an  increase  in  levy 
there  was  an  increase  in  the  assessment  of  the  property  so  that 
the  necessary  funds  could  be  raised.  We  haven't  had  any 
great  trouble  with  conditions  of  the  character  of  those  de- 
scribed in  Masachusetts  because  along  with  the  1911  law  we 
passed  an  act  making  it  both  a  criminal  offense  and  creating 
a  civil  responsibility  upon  the  officer  who  contracted  indebted- 
ness in  excess  of  the  tax  levy  for  the  current  year.  Without 
such  a  vote  the  man  or  concern  who  accepts  the  obligation  of 
any  of  the  municipalities  has  no  remedy  whatever  unless  at 
some  future  time  he  should  persuade  the  voters  of  the  muni- 
cipality to  assume  that  indebtedness  by  a  majority  vote  of  all 
the  voters  in  the  municipality  affected.  So  our  experience  is 
that  tax  limitation  has  been  much  more  satisfactory  than  in 
New  Jersey,  and  I  am  sure  it  has  helped  to  reduce  expense. 
It  has  helped  to  emphasize  the  necessity  for  setting  forth  in 
detail  the  proposed  needs  of  each  municipality  or  subdivision, 
and  where  there  is  an  apparent  necessity  for  exceeding  the  limit 
it  is  passed  upon  by  a  board  not  interested  in  the  particular 
municipality  and  having  a  desire  only  to  comply  with  the  law 
and  to  see  that  the  actual  needs  of  the  municipality  are  sup- 
plied, and  nothing  in  excess  is  permitted  to  be  levied  for  the 
purpose  of  miscellaneous  expenditure  in  disregard  of  the  rights 
of  the  taxpayers. 

Chairman  Foote :  You  omitted  some  statistical  information. 
You  did  not  tell  us  how  many  officers  you  have  in  jail. 

Mr.  Bledsoe :  There  has  been  no  compilation  of  that  char- 
acter made  so  far  as  I  know,  but  I  will  say  if  the  law  had  been 
made  retroactive  there  would  probably  have  been  a  great 
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number.     But  those  dealing  with  the  situation  after  the  law 
passed  understood  it  to  mean  what  it  said. 

Mr.  A.  S.  Dudley  of  Wisconsin :  It  appears  to  me  that  one 
great  advantage  in  having  a  limitation  for  each  purpose  for 
which  a  tax  may  be  levied  is  that  each  of  the  items  of  the 
aggregate  may  be  a  proper  relative  share  of  the  total  taxes 
which  the  taxpayer  pays.  In  many  of  our  western  school 
districts  those  entrusted  with  the  power  of  making  school  levies, 
feeling  that  they  should  furnish  as  good  schools  as  the  wealth 
of  the  community  will  warrant,  find  in  the  limitation  of  levy- 
ing power  what  they  regard  as  the  reasonable  burden  for  school 
purposes.  Even  when  the  levy  is  the  maximum  permitted,  the 
schools  are  often  none  too  good.  We  should  have  the  best 
schools  that  we  can  afford,  but  other  demands  must  also  be 
considered;  and  the  relative  amount  that  we  should  spend  for 
schools  is  indicated  by  the  statutory  limitation  fixed  by  the 
legislature,  which,  has  the  control  of  levies  for  all  purposes. 
As  to  rate  limitations  being  evaded  by  bond  issues,  limitations 
are  also  placed  upon  the  power  to  issue  bonds.  I  do  not  know 
what  the  experience  of  Massachusetts  has  been  beyond  what 
I  have  heard  this  evening,  but  in  Iowa,  for  instance,  bond 
issues  are  limited  both  as  to  purpose  and  amount  of  bonded 
indebtedness.  I  suppose  that  is  true  in  most  of  our  western 
states. 

Regarding  assessment  at  full  actual  value,  my  observation 
has  been  that  where  the  assessment  ratio  through  an  agitation 
for  full  value  has  resulted  in  an  actual  increase  in  the  ratio  of 
assessed  value  to  true  value,  there  has  never  been  a  corre- 
sponding voluntary  reduction  in  the  rate  of  levy.  Certainly 
no  immediate  increase  in  the  necessity  for  revenue  was  created 
by  the  mere  fact  that  assessed  values  approached  more  nearly 
to  true  values.  There  is  the  tendency  to  use  all  the  power  that 
is  given  and  I  think  that  a  limit  should  be  placed  upon  that 
power. 

Mr.  K.  K.  Kennan  of  Wisconsin:  Merely  supplementary 
to  what  Mr,  Dudley  has  just  said,  I  once  drew  a  tax  limita- 
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tion  law,  and  it  may  amuse  you  to  know  that  the  impelling 
cause  which  induced  me  to  do  so  was  a  tax  which  I  paid  in 
the  town  of  Westboro,  in  Taylor  County  (Wisconsin),  of 
twenty-six  per  cent,  of  which  fifteen  per  cent  was  school  dis- 
trict and  eleven  per  cent  county,  town  and  state.  I  went  to 
the  legislature  with  a  bill  proposing  to  limit  the  rate  to  seven 
per  cent,  which  I  thought  was  a  very  high  limit.  The  argu- 
ment used  by  the  legislators  against  that,  which  covered  both 
town  and  school  district  levies,  was  that  a  school  house  might 
burn  down  and  there  might  be  a  necessity  for  a  very  large  rate 
for  a  particular  year,  so  we  finally  compromised  on  five  per 
cent  for  towns  and  so  far  as  I  know  that  law  still  remains 
on  our  statute  books.  And  the  result  in  a  few  cases  that  I 
have  known— and  for  eighteen  years  I  had  occasion  to  know 
about  all  the  towns  in  the  northern  part  of  the  state  as  tax 
commissioner  for  a  railroad  company — is  that  it  has  restrained 
them  very  frequently  from  raising  much  more  than  they  would 
have  raised.  In  regard  to  these  limitation  laws,  I  have  been 
curious  lately— I  have  not  kept  up  with  it  to  know— whether 
it  would  be  possible  to  make  the  limitations  lower  as  the  valu- 
ations go  up.  It  would  seem  as  though  a  sliding  scale  of 
lowered  limitations  would  be  necessary  when  we  make  these 
great  increases  in  assessments  which  are  now  the  fashion  in 
all  of  the  states, 

Mr.  Celsus  P.  Link  of  Colorado:  I  just  wish  to  say,  Mr. 
Chairman,  that  tax  limitation  has  been  absolutely  the  best 
method  brought  out  by  tax  men  to  assist  in  getting  fair  values, 
I  think  those  of  us  who  have  studied  this  matter  will  agree  on 
that  point.  I  also  wish  to  reply  to  the  statement  that  there 
has  never  been  known  a  case  where  values  have  increased  but 
what  the  tax  was  also  increased.  That  is  not  true  as  applied 
in  Colorado.  In  spite  of  the  fact  that  in  1913  we  increased 
values  in  Colorado  more  than  200  per  cent  there  was  an  actual 
decrease  in  the  amount  of  revenue  that  was  raised  for  state 
purposes  and  also  a  decrease  in  a  great  many  counties  in  the 
state — actual  decreases;  but  the  fact  is  there  is  no  worthy 
excuse  for  raising  more  revenue  because  values  go  up.     On 
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the  average  I  think  the  state  revenue  as  compared  with  the 
counties,  cities,  school  and  all  local  units  is  about  one-tenth — 
that  is,  the  state  tax  is  about  one-tenth  of  the  total  state, 
county  and  local  revenue  raised.  Therefore  the  people  of 
the  counties  and  cities  and  school  districts  are  responsible  for 
the  amount  of  taxes  that  are  paid  to  the  extent  of  nine-tenths, 
and  if  there  is  an  increase  in  taxes  it  is  almost  entirely  due 
to  the  people  because  they  insist  on  having  all  of  these  better 
forms  of  government,  better  schools,  better  roads,  and  more 
money  for  different  funds;  and  the  increase  is  generally  laid 
to  taxing  officials,  which  of  course  is  ignorance  on  the  part  of 
the  taxpayers.  There  is  really  no  excuse  for  an  increased  rate 
when  values  increase, 

Mr.  A.  B.  Peckinpaugh  of  Ohio :  Mr.  Chairman  and  Gentle- 
men :  In  1910  the  state  of  Ohio  entered  upon  a  campaign  for 
full  value  assessments  of  property.  This  campaign  was  headed 
by  the  governor  of  the  state.  It  did  not  proceed  far  until  it 
was  thought  necessary  to  allay  the  fears  of  the  taxpayers  by 
passing  a  rate  limitation  law.  Accordingly  such  a  law  was 
prepared  and  passed  by  the  legislature.  It  limited  not  only 
the  rate  but  the  amount  of  taxes  which  might  be  levied  in  any 
year,  the  rate  being  limited  to  ten  mills  for  general  purposes 
exclusive  of  sinking  fund  and  to  fifteen  mills  for  all  purposes. 
The  amount  of  taxes  which  might  be  raised  in  1911  was  limited 
to  the  exact  amount  which  was  raised  in  the  year  1910  for  all 
purposes.  There  was  a  further  limitation  upon  each  class  of 
levy.  For  school  purposes  this  limit  was  five  mills,  corporation 
purposes  five  mills,  township  purposes  two  mills,  and  county 
purposes  three  mills,  making  an  aggregate  of  fifteen  mills. 
This  law  w^as  accompanied  by  a  grant  of  authority  to  the  tax 
commission  to  equalize  values  throughout  the  state,  and  not- 
withstanding the  agitation  for  full  cash  values  the  elective 
assessors  in  a  number  of  counties  proceeded  to  assess  real  estate 
at  from  forty  to  fifty  per  cent,  but  the  power  of  the  tax  com- 
mission was  called  upon  and  the  values  in  such  counties  were 
increased  by  a  rate  per  cent  varying  from  five  to  125  per  cent. 
Thus  we  thought  we  had  secured  a  full  valuation  upon  our  real 
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estate.  Our  limitation  upon  the  amount  of  money  that  might 
be  raised,  carried  a  graduated  increase  after  1911  of  six  per 
cent  the  first  year,  nine  per  cent  the  next  year  and  twelve 
per  cent  the  next  year.  After  three  years'  operation  of  this 
law  it  was  found  that  the  limitation  upon  the  amount  of  money 
which  was  levied  or  which  could  be  levied  was  the  one  which 
caused  difficulties  in  a  number  of  the  taxing  districts  in  the 
state.  Cities,  particularly,  whose  expenditures  were  increasing 
largely  on  account  of  large  increase  in  population  began  an 
agitation  for  the  repeal  of  the  monetary  limitation.  The  result 
of  this  agitation  was  that  such  limitation  was  repealed  at  the 
last  regular  session  of  the  legislature.  "We  have  now  only  the 
rate  limitation  of  ten  mills  and  fifteen  mills  respectively.  So 
long  as  the  monetary  limitation  was  in  force  it  was  very  popu- 
lar with  the  taxpayers  of  our  state.  The  result  of  it  was  a 
very  material  decrease  in  the  amount  of  taxes  paid  for  the 
various  purposes.    I  am  not  able  to  give  you  the  figures. 

While  I  am  on  my  feet  I  also  want  to  refer  to  the  matter  of 
public  expenditures  in  connection  with  the  paper  of  Mr. 
Adams.  Thanks  to  the  efforts  of  your  honorary  president, 
there  was  passed  in  our  state  in  1902  a  law  creating  a  bureau 
of  inspection  and  supervision  of  public  offices,  under  the  super- 
vision of  the  state  auditor.  It  has  been  in  operation  practically 
twelve  years.  During  that  time  there  has  been  returned  to 
county,  city,  school  and  township  treasuries  large  amounts  of 
money  which  had  been  illegally  paid  therefrom.  I  think  the 
figures  now  are  in  excess  of  $2,000,000.  This,  however,  does 
not  represent  anything  like  the  saving  to  the  various  local 
divisions.  The  mere  fact  that  such  a  law  was  in  existence  and 
the  knowledge  that  examinations  of  the  accounts  of  the  various 
taxing  districts  would  be  made  regularly,  was  sufficient  to 
deter  those  who  were  inclined  to  illegal  or  erroneous  expendi- 
tures. I  wish  that  I  might  be  able  to  give  you  some  exact  fig- 
ures upon  the  savings  to  the  various  taxing  districts  of  the 
county  but  I  am  unable  to  do  so.  I  had  the  honor  of  being 
one  of  the  first  appointees  upon  the  board  and  served  for  eight 
or  nine  years  in  that  capacity. 
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Movements  looking  toward  greater  economy  and  efficiency 
in  government,  whether  national,  state  or  local,  may  take  two 
rather  different  directions.  They  may  deal  with  the  funda- 
mentals of  political  organization,  or  they  may  deal  with  the 
minutiae  of  daily  administration.  They  may  seek  to  reor- 
ganize the  whole  machinery  of  government,  or  they  may  con- 
cern themselves  with  the  duties  of  individual  subordinates,  the 
forms  of  accounts,  the  methods  of  making  purchases,  and  other 
details. 

Betterment  in  both  these  directions  is  necessary  in  a  large 
part  of  our  political  units.  Generally  speaking,  however,  fun- 
damental changes  in  organization  are  more  important  than 
changes  in  the  details  of  'administration.  It  is  almost  impossi- 
ble by  changes  in  the  minor  features  to  secure  any  large  meas- 
ure of  efficiency  and  economy  if  the  governmental  machine  as 
a  whole  is  crude  and  disjointed.  A  government  well  organized 
in  its  fundamentals  can  easily  be  led  to  adopt,  even  if  it  does 
not  adopt  on  its  own  initiative,  satisfactory  methods  of  con- 
ducting the  details  of  every  day  business.  It  was  natural  and 
proper  that  the  first  active  movements  for  the  reform  of  muni- 
cipal government  should  have  concerned  themselves  with  the 
general  scheme  of  political  organization,  with  the  centralization 
of  power  and  responsibility,  the  reduction  of  the  number  of 
elective  offices,  the  simplification  of  the  municipal  machine. 
Now  that,  in  so  many  cities,  we  have  a  system  of  government 
fundamentally  sound  and  rational,  there  is  great  call  for  such 
detailed  work  as  is  being  done  so  well,  for  example,  by  the 
bureaus  of  municipal  research.    Work  of  that  sort,  however, 
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would  liave  counted  but  little  if  attempted  in  cities  where  the 
old  fashioned  bunglesome  form  of  organization  was  still  pre- 
vailing. 

The  Minnesota  Commission  on  Economy  and  Efficiency 
reached  the  conclusion,  almost  at  the  outset  of  its  work,  that 
improvement  in  state  government  must  pursue  the  same  course ; 
must  begin  with  the  basic  organization  of  the  government 
itself.  There  has  thus  far  been  no  general  movement  for  the 
fundamental  reorganization  of  state  governments  resembling 
in  any  degree  that  which  has  been  going  on  with  respect  to 
municipal  government.  Our  state  governments,  practically 
without  exception,  are  as  illogical  and  crude  as  were  the  gov- 
ernments of  our  cities  a  quarter  of  a  century  ago.  The  Minne- 
sota Commission  has  thus  far  made  no  investigations  and  pro- 
posed no  changes  with  respect  to  the  number  of  clerks  and 
other  employees  that  should  properly  be  employed  to  accom- 
plish a  given  task,  nor  with  respect  to  the  methods  of  account- 
ing, of  making  contracts,  of  purchasing  supplies  and  the  like. 
Its  recommendations  are  of  a  much  broader  character. 

Now  it  is  a  necessary  characteristic  of  a  scheme  for  a  funda- 
mental reorganization  of  governmental  machinery  that  one 
cannot  point  in  advance  to  specific  economies,  or  specific  gains 
in  efficiency  that  will  result  from  it.  The  results  cannot  be 
forecast  in  dollars  and  cents  or  in  units  of  service.  One  can 
not  even  be  absolutely  sure  that  greater  efficiency  and  economy 
will  be  secured ;  he  can  only  assert  that,  in  the  very  nature  of 
things  it  is  to  be  expected.  The  writer  will  not  therefore  un- 
dertake categorically  to  answer  the  question,  originally  pro- 
posed as  the  topic  of  discussion  this  evening  ' '  Can  Public  Ex- 
penditures be  Checked?"  He  will  only  seek  to  describe  the 
plan  of  organization  of  state  government  devised  by  the  Min- 
nesota Commission,  and  to  indicate  some  of  the  reasons  why 
the  commission  thinks  it  most  probable  that  under  such  a  plan 
the  people  will  get  more  for  their  money. 

Before  taking  up  the  actual  plan  of  the  commission  it  may 
be  proper  to  state  that  the  commission  recognizes  fully  the 
importance  of  more  detailed  studies  of  the  workings  of  state 
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government.  It  will  recommend  to  the  legislature  that,  if  its 
basic  plan  is  adopted,  the  new  administration  thereunder  shall 
be  furnished  with  means  to  employ  experts— accountants,  effi- 
ciency engineers  and  others— to  aid  it  in  investigating  and 
reorganizing  the  minutiae  of  the  state  service.  Such  detailed 
work  can,  it  believes,  be  better  done  by  those  actually  in  the 
administration,  aided  by  paid  experts,  than  by  an  outside 
commission  of  citizens  or  of  members  of  the  legislature. 

The  Minnesota  Commission  is  a  body  without  any  authority 
of  statute.  Its  members  were  designated  by  Governor  Eber- 
hart  about  a  year  ago.  They  are  thirty  in  number,  selected 
from  all  political  parties  and  factions,  from  many  occupations 
and  professions,  and  from  all  parts  of  the  state.  They  serve 
without  pay,  and  have  raised  by  voluntary  subscription  the 
small  amount  of  funds  needed  to  employ  assistance  and  cover 
other  incidental  expenses.  It  is  greatly  to  the  credit  of  the 
commission  that  it  has,  throughout  its  labors,  shown  itself  en- 
tirely free  from  partisanship  or  self-interest,  and  solely  con- 
cerned with  the  best  interests  of  the  state  at  large. 

The  Minnesota  Commission  has  deemed  it  wise  as  a  matter  of 
tactics  to  recommend  for  immediate  purposes  only  changes 
which  can  be  accomplished  without  amendment  to  the  consti- 
tution. The  process  of  constitutional  amendment  in  our  state 
is  slow  and  difficult.  Fortunately  the  great  majority  of  the 
administrative  offices  in  the  government  are  statutory  and  not 
constitutional,  and  far  reaching  changes  can  be  wrought  by 
vote  of  the  legislature.  Whether,  after  it  has  drafted  measures 
recommended  for  immediate  enactment  the  commission  will  go 
further  and  suggest  still  more  fundamental  changes  through 
constitutional  amendment  I  do  not  know. 

The  reason  why,  it  seems  to  me,  the  plans  of  the  Minnesota 
Commission  deserve  the  consideration  of  a  great  interstate 
organization  such  as  the  Tax  Association,  is  that  the  conditions 
which  prevail  in  Minnesota  state  government  today  are  sub- 
stantially similar  to  those  in  every  state  of  the  union.  Indeed, 
as  many  of  you  know,  several  other  states  are  at  this  very 
time  making  investigations  very  similar  to  those  made  by  the 
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Minnesota  Commission,  and  bid  fair  to  reach  conclusions  not 
far  different  from  those  it  has  reached.  The  changes  which 
can  be  accomplished  by  legislation  and  which  are  recommended 
by  the  commission  involve,  first,  an  almost  complete  reorgan- 
ization of  the  civil  administration ;  second,  the  introduction  of 
a  merit  system  throughout  that  administration ;  tliird,  a  unified 
budget  and  accounting  system. 

REORGANIZATION  OP  THE  CiVIL  ADMINISTRATION 

The  accompanying  chart*  will  bring  out  most  clearly  the 
nature  of  the  changes  in  the  civil  administration  recommended 
by  the  commission.  Particular  attention  should  be  paid  to  the 
shape  of  the  figures  representing  the  different  units  in  the 
present  and  in  the  proposed  organization,  the  significance  of 
which  is  explained  by  the  key. 

The  fundamental  fault  with  the  present  civil  administration 
in  Minnesota  is  lack  of  unity.  This  means  lack  of  control  by 
the  people,  lack  of  responsibility  to  the  people.  The  govern- 
ment does  not  hang  together.  There  are  a  multitude  of  dis- 
connected departments  and  offices.  The  governor  is  only  the 
titular  head  of  the  administration.  He  has  no  real  control; 
the  people  can  not  justly  hold  him  responsible  for  any  failure 
of  officers  to  perform  their  duties  well.  There  are  about 
seventy-five  separate  units  of  administration.  The  mere  num- 
ber is  so  great  that  neither  governor,  nor  legislature  nor  people 
can  keep  much  track  of  them.  For  want  of  coordination  there 
is  duplication  of  work,  and  a  needless  number  of  employees. 
People  doing  essentially  similar,  or  closely  related  work,  are 
placed  as  far  apart  in  the  scheme  of  government  as  the  two 
poles. 

The  lack  of  unity  and  responsibility  in  the  administration 
is  augmented  by  the  fact  that  a  large  proportion  of  the  state 

*  Found  on  pages  16  and  17  of  the  Report  of  the  [Minnesota]  EflS- 
ciency  and  Economy  Commission,  copies  of  which  have  been  distributed 
to  each  member  of  the  association.  Subsequent  purchasers  may  secure 
copies  by  applying  to  the  Treasurer  of  the  Association,  A.  E.  Holcomb, 
15  Dey  St.,  New  York. 


THE  COMMISSION  OF  MINNESOTA  395 

services  are  in  the  hands,  not  of  individual  officers,  but  of  ex- 
ecutive boards.  Minnesota,  like  most  other  states,  is  commis- 
sioned to  death.  Some  of  these  boards  are  paid,  but  most  of 
them  are  either  unsalaried  or  made  up  of  groups  of  state 
officers  serving  ex  officio.  Boards  are  all  right  in  their  place, 
as  the  Minnesota  Commission  fully  recognizes,  but  that  place 
is  not  in  the  administration  of  government,  the  execution  of  law. 
The  board  system  tends  to  delay,  to  dissipation  of  responsibil- 
ity, to  inefficiency  generally.  You  can  not  put  your  finger 
on  the  man  who  is  to  blame  if  anything  goes  wrong.  Several 
or  many  minds  for  counsel;  one  mind  for  action — that  is  a 
principle  long  ago  enunciated  but  strangely  departed  from.  A 
particularly  objectionable  feature  of  the  board  system  as  it 
exists  in  Minnesota  is  that  it  deprives  the  governor  almost 
completely  of  control  over  many  important  branches  of  the 
state  service.  Some  of  the  boards  consist  wholly  or  in  part  of 
elective  officers  in  no  way  dependent  on  the  governor.  In  most 
other  cases  the  terms  of  appointive  board  members  are  for  six 
years,  so  that  each  governor  appoints  only  a  minority,  and 
where  the  power  of  appointment  is  absent  control  is  largely 
absent. 

For  this  system  of  administration  with  its  multiplicity,  its 
diversity,  its  predominance  of  boards,  the  Minnesota  Commis- 
sion proposes  to  substitute  a  unified  administration.  It  pro- 
poses to  make  the  governor  the  responsible  center,  the  control- 
ling head.  A  small  number  of  officers  must,  unless  the  consti- 
tution is  amended,  be  elected  by  the  people,  and  over  these,  of 
course,  the  governor  can  exercise  somewhat  less  complete  con- 
trol, but  the  great  majority  of  the  important  state  services  are 
performed  by  statutory  appointive  officers  who  can  be  subjected 
to  the  governor. 

But  the  governor  is  not  ubiquitous,  not  argus-eyed.  He  can 
not  personally  keep  in  touch  with  all  the  many  ramifications 
of  the  service.  If  he  is  to  control  he  must  have  a  number  of 
personal  representatives,  of  right  hand  men,  to  act  as  his  aids. 
The  commission  therefore  recommends  the  grouping  of  all  the 
state's  bureaus  and  institutions,  with  a  few  exceptions  rendered 
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necessary  for  constitutional  or  other  reasons,  into  six  great 
departments,  namely:  Finance,  Public  Domain,  Public  Wel- 
fare, Education,  Labor  and  Commerce,  and  Agriculture.  The 
scope  of  most  of  these  is  sufficiently  indicated  by  the  names. 
The  department  of  public  domain  includes  all  services  relating 
to  state  lands  and  waters  and  to  public  works.  The  department 
of  public  welfare  includes  all  charitable  and  correctional  insti- 
tutions, together  with  the  public  health  service. 

Save  only  for  the  department  of  education  each  of  these 
great  departments  is  to  be  headed  by  a  single  individual,  and 
save  only  for  the  department  of  finance  these  individuals, 
known  as  directors,  will  be  appointed  by  the  governor  and 
removable  at  his  pleasure.  The  department  of  finance  will 
be  headed  by  the  state  treasurer,  at  present  under  the  consti- 
tution an  elective  officer,  though  the  commission  believes  he 
should  be  made  appointive  later.  The  secretary  of  state,  the 
attorney  general  and  the  auditor,  all  elective  officers,  stand, 
naturally,  outside  these  great  departments,  adjuncts,  as  it  were 
of  the  administraticn  as  a  whole.  The  commission  would  pre- 
fer that,  of  these  three  officers,  only  the  auditor  should  remain 
elective.  The  department  of  education  will  in  a  measure  at 
least  retain  the  system  of  administrative  boards.  Because  of 
constitutional  provisions  it  seemed  impracticable  to  adopt  the 
plan,  favored  by  many  members  of  the  commission,  of  having 
a  single  board  for  the  entire  educational  system  of  the  state. 
The  board  of  regents  of  the  university  was  therefore  retained 
as  a  separate  body,  but  it  must  act  jointly  with  the  board  of 
education  as  a  council  of  education  in  preparing  the  budget 
of  state  educational  expenditures  and  in  other  matters  of  com- 
mon concern.  The  board  of  education  will  appoint  the  director 
of  education  and  the  board  of  regents  the  president  of  the 
university,  and  these  boards  will  possess  considerable  admin- 
istrative control  over  those  officers  if  they  see  fit  to  exercise  it. 

The  directors  of  the  several  departments  will  be  responsible 
to  the  governor  and  to  the  people  for  the  entire  conduct  of 
their  departments.  They,  all,  but  perhaps  more  particularly 
the  four  who  are  his  personal  appointees,  will  be  the  governor 's 


THE  COMMISSION  OF  MINNESOTA  397 

eyes  and  hands.  They  will  constitute  his  cabinet,  and  like 
the  cabinet  of  the  president  of  the  United  States  they  will,  by 
meeting  together  from  time  to  time  with  the  governor,  secure 
the  advantage  of  combined  wisdom  at  the  same  time  that  they 
bring  about  unity  and  harmony  throughout  the  administration. 

Under  the  directors  of  the  several  departments  there  will  of 
course  be  bureaus  and  institutions,  each  with  its  head.  The 
number  of  bureaus  will  be  materially  less  than  at  present,  for 
closely  related  services  will  be  consolidated.  No  bureau  will 
be  administered  by  a  board.  The  department  heads  will  have 
full  power  of  supervision  and  direction  over  the  chiefs  of 
bureaus  and  of  institutions,  they  will  appoint  such  chiefs  as 
well  as  their  subordinates,  and  may  remove  them  under  reason- 
able restrictions  designed  to  prevent  political  abuse. 

The  commission  believes  that  the  department  heads  should 
in  general  be  laymen,  not  technical  experts.  As  the  personal 
representatives  and  advisors  of  the  governor  they  will  doubtless 
in  many  if  not  most  cases  change  when  the  governor  changes. 
The  chiefs  of  bureaus  and  institutions  under  the  directors,  on 
the  other  hand,  should  be  trained  experts.  They  should  con- 
stitute a  permanent  staff.  Even  these  high  officers  will  there- 
fore, under  the  commission's  plan,  be  subject  to  the  merit 
system.  The  aim  is  to  combine  permanent  expert  service  with 
popular  control ;  to  infuse  bureaucracy  with  the  spirit  of  the 
people.  The  governor  and  the  directors,  together  with  the 
non-executive  boards  hereafter  described,  will  be  the  means 
of  keeping  the  administration  in  touch  with  the  people  and 
the  people  in  touch  with  the  administration. 

One  of  the  advantages  of  this  grouping  of  bureaus  under  a 
few  great  departments  will  be  the  economy  that  can  be  realized 
through  co-operation  between  related  services.  Duplication 
and  lost  motion  should  be  largely  eliminated  thereby.  Em- 
ployees of  one  bureau  can,  when  convenience  dictates,  or  when 
they  are  not  fully  needed  in  their  regular  work,  be  assigned  to 
work  in  another  bureau  of  the  department;  a  single  travelling 
inspector,  for  instance,  may  be  able  to  render  ser^^ce  to  two 
or  more  bureaus  at  the  same  time. 
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The  Minnesota  Commission  believe  that  there  is  need  for  a 
number  of  boards  in  close  contact  with  the  administration,  but 
not  controlling  it.  The  field  of  these  boards  may  be  described 
by  four  rather  long  adjectives — advisory,  investigatory,  quasi- 
judicial,  sub-legislative.  In  general  they  will  have  no  executive 
power  whatever.  Each  department,  under  the  commission's 
plan,  should  have  such  a  board— the  department  of  education, 
as  already  stated  two  of  them,  and  in  addition  there  should  be 
a  special  board  of  labor  in  connection  with  the  bureau  of  labor. 
These  boards,  for  the  most  part,  will  be  new  bodies,  will  be 
appointed  by  the  governor  for  six  year  terms,  and  by  reason 
of  the  nature  of  their  functions  will  be  under  no  such  control 
and  direction  by  the  governor  as  are  the  executive  officers. 

These  boards  will  be  useful  advisors  of  the  administration. 
They  can  be  called  upon  by  the  governor  or  the  directors  to 
give  advice  as  to  policies  and  practices ;  they  may  make  recom- 
mendations on  their  own  motion.  They  can  make  suggestions 
to  the  legislature  if  they  can  not  obtain  the  action  desired 
through  the  administration.  Their  continuous  contact  with  the 
administration  will  enable  them  often  to  suggest  policies  to  the 
legislature  that  would  not  have  originated  with  the  regular 
committees  of  that  body. 

Again  the  boards,  by  their  powers  of  investigation,  will  be 
a  useful  agent  to  prevent  administrative  abuses  and  ineffi- 
ciency. They  will  be  the  ever  present  outside  critics  of  the 
executive,  more  effective  critics,  in  some  respects  than  the 
legislature  itself.  They  will  exercise  a  wholesome  restraining 
influence,  without  having  power  to  hamper  the  administration. 

In  a  number  of  directions  the  several  boards  will  have  the 
power  to  make  rules  and  regulations  for  the  conduct  of  private 
parties  and  of  political  subdivisions  of  the  state;  that  is, 
virtually  to  make  minor  laws.  Certain  boards  in  Minnesota, 
as  in  other  states,  already  possess  a  considerable  measure  of 
what  may  best  be  called  sub-legislative  power.  The  legislature 
usually  finds  it  impossible,  for  lack  of  time  and  technical  knowl- 
edge, to  make  in  statutes  all  the  necessary  regulations  as  to 
such  matters,  for  example,  as  the  protection  of  health  and  thQ 
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conduct  of  railroads.  It  is  scarcely  safe  for  the  le^slature  to 
delegate  any  of  its  law-making  power  to  a  single  individual, 
however  high  his  position  in  the  administration.  The  boards 
will,  of  course,  act  largely  on  the  recommendation  of  the  ad- 
ministrative officers  in  prescribing  rules  and  regulations,  but 
the  boards  will  be  the  final  authority.  It  will  be  understood 
that  the  Minnesota  Commission  does  not  contemplate  that  the 
rules  and  regulations  made  by  these  boards  should  cover  ad- 
ministrative practices  as  such ;  they  will  be  only  as  to  matters 
affecting  the  rights  and  duties  of  private  citizens  and  cor- 
porations or  of  cities  and  other  political  subdivisions  of  the 
state. 

Finally,  there  are  bound  to  arise  at  times  disputes  between 
the  state  administration  and  citizens  or  political  subdivisions; 
disputes  such  as  can  not  properly  be  carried  to  the  courts,  or 
as  at  any  rate  might  often  be  settled  without  appeal  to  the 
courts.  An  order  of  a  labor  inspector  for  example  may  be  con- 
sidered too  drastic ;  the  revocation  of  a  license  to  carry  on  some 
occupation  may  be  considered  unwarranted.  Certain  of  these 
matters  can  not  wisely  be  left  to  a  single  individual  to  deter- 
mine ;  an  appeal  to  a  board  is  the  logical  procedure. 

It  will  be  noted  that  this  plan  of  state  administration  recom- 
mended by  the  Minnesota  Commission  is  not  altogether  novel ; 
good  things  seldom  are.  Except  with  respect  to  the  non- 
executive boards  the  plan  is  very  similar  to  that  of  the  federal 
administration.  The  position  of  the  boards  is  very  similar  to 
that  of  the  boards  connected  with  civil  administration  in  Ger- 
many and  France.  As  a  plan  of  state  government  in  this 
country,  however,  the  plan  is  essentially  new,  and  if  it  is 
adopted  other  states  will  have  at  least  an  interesting  experi- 
ment for  observation. 

Some  of  the  members  of  the  commission  lean  toward  a  decid- 
edly more  radical  reorganization  of  state  government  than  that 
actually  recommended  thus  far,  a  reorganization  looking  to  a 
fundamental  change  in  the  relations  of  the  legislature  and  the 
executive.  There  is  much  doubt  whether  a  majority  of  the 
members  could  agree  with  respect  to  these  more  wide-reaching 
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plans,  but  as  a  matter  of  interest  an  outline  of  them  may  per- 
haps be  stated.  The  suggestion— merely  a  suggestion  not 
worked  out  in  detail— is  that  the  legislature  should  be  of  one 
house  only,  and  composed  of  a  rather  moderate  number,  say 
fifty ;  that  its  members  should  constitute  the  various  advisory 
boards  for  the  several  executive  departments,  and  as  such  hold 
frequent  meetings  in  addition  to  a  general  session  of  the  entire 
membership  annually  or  oftener;  that  the  governor  and  heads 
of  the  great  departments  should  have  seats  in  the  legislature 
at  least  for  purposes  of  discussion  and  furnishing  information. 
A  plan  of  this  sort  would  of  course  mean  a  far  closer  relation 
between  the  legislature  and  executive  than  exists  at  present  in 
any  state,  or  even  than  can  exist  under  the  plan  of  reorganiza- 
tion actually  recommended  by  the  Minnesota  Commission. 

The  second  main  feature  of  the  commission 's  plan,  as  already 
stated,  is  a  civil  service  merit  system.  While  some  of  the  mem- 
bers of  the  commission  were  of  the  opinion  that,  but  for  the 
danger  of  political  influence  in  appointments,  it  would  be 
better  to  trust  the  executive  officers  with,  and  hold  them  re- 
sponsible for,  the  selection  of  employees,  it  was  generally 
agreed  that,  with  conditions  as  they  are,  the  restraint  of  an 
independent  civil  service  commission  was  essential.  If  the 
governor  is  to  be  trusted  with  the  general  control  of  the  entire 
administration,  means  must  be  sought  to  prevent  him  from 
using  the  power  of  appointment  to  build  up  a  powerful 
political  machine.  The  civil  service  system  proposed  by  the 
commission  will  cover  all  but  the  very  highest  offices  in  the 
administration,  including  the  bureau  chiefs.  It  differs  from 
the  federal  system  and  those  in  force  in  most  cities  and  states, 
in  that  it  leaves  rather  more  discretion  to  the  appointing  officers 
with  respect  to  appointments  and  removals.  A  too  rigid  civil 
service  system  tends  to  over-emphasize  academic  qualifications 
and  underemphasize  personality;  and  tends  to  mediocrity  by 
making  it  difficult  to  get  rid  of  any  but  the  most  incompetent 
and  disloyal. 

Special  features  of  the  civil  service  law  recommended  by 
the  commission  are  as  follows :     Examinations  may,  and  in 
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certain  cases  must,  take  largely  into  account  previous  educa- 
tion and  experience.  Examinations  may,  if  the  civil  service 
commission  deems  it  best,  be  limited  either  to  a  small  number 
of  candidates  named  by  the  appointing  officer,  or  to  a  single 
candidate  so  named ;  examinations  of  this  sort  being  designated 
as  limited  competitive  and  non-competitive  examinations  re- 
spectively. For  the  higher  positions  open  competitive  exam- 
inations may  not  be  required  by  the  commission  without  the 
consent  of  the  appointing  officer.  The  governor  is  required  to 
divide  the  service  into  classes  according  to  the  kind  of  work 
and  the  degree  of  responsibility,  and  into  salary  grades  within 
each  class.  The  grades  are  to  be  with  narrow  intervals  so  as 
to  permit  rather  frequent  promotions  of  those  deserving.  This 
classification  and  gradation  remains  in  effect  when  established 
by  the  governor  unless  altered  by  the  legislature.  Within 
certain  limits  promotion  from  one  grade  to  another  may  be 
made  by  the  executive  without  action  by  the  civil  service  com- 
mission, but  not  from  one  class  to  another.  With  reference  to 
removals  and  reductions  in  salary,  the  bill  provides  that  the 
appointing  officer  must  furnish  the  employee  a  statement  of  the 
reasons  for  his  proposed  action,  and  the  employee  may  file  an 
answer  with  him  and  with  the  civil  service  commission.  The 
commission  may,  if  it  deems  wise,  investigate  the  case,  but  it 
is  under  no  obligation  to  do  so.  Some  members  of  the  Minne- 
sota Commission  thought  that  the  executive  officers  should  be 
unrestricted  in  removals  and  demotions,  but  the  majority 
thought  this  hardly  safe,  hoping  however  that  the  civil  service 
commission  would  not  find  it  necessary  in  most  cases  to  ques- 
tion the  action  of  the  appointing  officer. 

The  significance  of  the  term  "budget  system"  and  the  de- 
sirability of  such  a  system  in  our  state  and  federal  govern- 
ments are  so  well  known  to  members  of  this  association  as  to 
require  little  discussion.  The  plan  of  the  Minnesota  Commis- 
sion embodies  little  that  has  not  hitherto  been  suggested  by 
others ;  in  particular  the  recommendations  of  President  Taf t  's 
Efficiency  Commission  have  been  followed  in  large  measure. 
The  commission's  bill  will  provide  that  each  head  of  a  bureau 
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or  institution  must  prepare  estimates  for  appropriations,  com- 
paring them  with  previous  appropriations  and  expenditures 
and  explaining  changes.  These  estimates  are  to  be  submitted  to 
the  head  of  the  department,  who  must  consult  with  the  sub- 
ordinate officers  individually  and  collectively  and  revise  the 
estimates.  The  department  heads  will  then  submit  their  esti- 
mates to  the  governor  who  will  similarly  discuss  them  with 
his  cabinet  and  prepare  revised  estimates  covering  the  entire 
expenditures  of  the  state  and  setting  forth  from  what  revenues 
they  are  to  be  met.  This  budget  is  to  be  laid  before  the  legisla- 
ture at  the  opening  of  its  session. 

The  only  serious  difficulty  which  this  plan  encounters  is 
that  of  giving  a  newly  elected  governor  an  opportunity  to  in- 
fluence the  budget  under  which  he  is  to  conduct  his  administra- 
tion. The  term  of  the  governor  under  the  constitution  is  only 
two  years,  though  I  believe  a  majority  of  the  commission  would 
prefer  that  it  be  four  years.  He  takes  office  in  January,  and 
hitherto  the  legislature  has  met  at  the  same  time  and  remained 
in  session  only  a  few  months.  The  fiscal  year  begins  August 
1st.  It  is  possible  without  constitutional  amendment  to  change 
the  date  of  the  legislative  session,  and  it  has  been  suggested 
that  the  new  governor  might  be  given  an  opportunity  of  going 
over  the  budget  by  deferring  the  assembling  of  the  legislature 
a  month  or  two.  The  commission  has  not  yet  acted  on  this 
suggestion.  EDow  it  would  be  received  by  a  legislature  com- 
prising many  farmers  is  doubtful.  It  would  certainly  seem 
desirable  that  at  least  one  year  of  a  governor's  administration 
sliould  be  under  a  budget  which  he  had  helped  to  frame. 

The  commission  can  not  of  course  properly  include  in  a  bill 
for  enactment  anything  with  regard  to  the  practices  of  the 
legislature  itself  regarding  the  budget,  but  it  has  suggested 
that  the  legislature  consider  the  advisability  of  amending  its 
rules.  It  calls  attention  to  the  possible  wisdom  of  creating  a 
set  of  legislative  committees  corresponding  to  the  various  de- 
partments of  the  state  administration  as  reorganized,  each  to 
be  charged  with  the  duty  of  considering  the  appropriations  for 
the  department  as  well  as  other  legislation  affecting  it.    There 
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would  have  to  be  also  a  general  appropriations  committee,  in 
order  that  the  budget  should  be  a  unit,  and  keep  its  totals 
within  the  revenue.  To  secure  harmony  and  co-operation  be- 
tween this  committee  and  the  departmental  committees,  the 
chairmen  of  the  latter  might  all  be  members  of  the  appropria- 
tions committee. 

The  commission  will  also  suggest  to  the  legislature  that, 
while  the  estimate  should  be  very  detailed,  the  appropriations 
should  not  be  unduly  itemized ;  but  that,  vrhere  lump  sums  are 
provided,  the  executive  must  put  checks  on  itself  by  filing 
itemized  allotments  which  can  be  departed  from  only  on  the 
formal  order  of  the  governor. 

The  plan  of  the  commission,  even  without  those  features 
which  relate  to  legislative  procedure,  would  mark  a  great  step 
in  advance  of  the  present  helter-skelter,  catch-as-catch-can 
method  of  extracting  money  from  the  legislature.  As  in  most 
other  states  there  is  at  present  in  Minnesota  no  harmony  of 
action  in  the  executive  with  regard  to  estimates  for  appropria- 
tions. The  governor  is  blamed  if  the  state  spends  too  much,  but 
he  has  no  means  of  preventing  it.  Each  of  the  multitude  of 
officers  and  bureaus  presents  its  own  case  independently  to 
the  legislature,  and  gets  all  that  persuasiveness,  party  influence, 
and  log  rolling  will  make  possible.  There  is  no  study,  except 
by  the  legislature  itself,  of  the  relative  needs  of  the  different 
services.  While  no  one  desires  that  the  executive  should  usurp 
the  power  of  the  purse  which  belongs  to  the  representatives  of 
the  people,  there  is  no  doubt  that  the  executive,  acting  as  a 
team,  as  a  unit,  can  aid  the  legislature  enormously  in  determin- 
ing how  moneys  should  be  spent.  Proper  preparation  of  the 
budget  by  the  executive  before  its  submission  to  the  legislature 
should  go  far  to  reduce  the  cost  of  state  government. 

The  fundamental  aim  of  the  Minnesota  Commission  is  thus 
seen  to  be  that  of  making  the  state  government  a  unit  instead 
of  a  crazy-quilt.  Unity  means  proper  control,  proper  respon- 
sibility. With  a  centralized  and  simplified  administration, 
prevented  from  political  abuse  by  a  merit  system  of  appoint- 
ments, promotions  and  removals,  and  with  a  unified  budget 
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system,  the  commission  believes  that  a  long  step  would  have  been 
made  by  ^Minnesota  toward  an  affirmative  answer  to  the  question 
"Can  public  expenditures  be  checked?"  or  rather,  to  the  still 
more  important  question,  "Can  the  people  get  their  money's 
worth  from  government?" 
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THE    PROGRESS    OF    LAND   VALUE    TAXATION    IN 
WESTERN  CANADA. 

F.  J.  Dixon,  M.  P.  P. 

Secretary,  Land  Value  Taxation  League,  Winnipeg,  Man. 

"We  do  not  think  the  single  tax  is  either  peculiar  or  ad- 
vanced legislation,"  said  Hon.  Arthur  L.  Sifton,  premier  of 
Alberta,  to  the  Canadian  Club  at  Winnipeg,  May  27th,  1914. 

Persons  unfamiliar  with  western  affairs  would  regard  this 
as  a  startling  statement  to  fall  from  the  lips  of  the  premier  of 
a  great  new  province.  Hopes  and  fears  altogether  unwar- 
ranted would  arise  in  the  minds  of  single  taxers  and  others. 
Fortunately  or  unfortunately,  in  Western  Canada  the  exemp- 
tion of  buildings  and  business  from  municipal  taxation  has 
been  called  the  single  tax,  to  which  it  bears  the  same  relation 
as  an  ant-hill  does  to  a  mountain. 

The  single  tax  involves  the  abolition  of  all  taxes  on  food, 
clothing  and  shelter  and  the  raising  of  all  revenue,  (municipal, 
provincial  and  federal)  by  one  tax  upon  unimproved  value  of 
land.  It  would  be  well,  if  it  were  possible,  to  dissociate  the 
municipal  phase  from  the  general  movement.  Certainly  the 
practice  of  taxing  land  values  only  for  municipal  purposes  has 
spread  very  rapidly  in  Western  Canada. 

For  the  sake  of  convenience  I  will  deal  with  my  subject  by 
provinces  commencing  on  the  Pacific  Coast  and  working  east- 
ward, thus  reversing  the  process  of  events,  for  the  exemption 
of  agricultural  improvements  from  taxation  spread  from  Mani- 
toba westward. 

British  Columbia 

A  very  interesting  and  informing  report  has  been  presented 
to  the  Legislative  Assembly  of  British  Columbia  by  the  Royal 
Commission  on  Taxation,  appointed  in  1911.  This  report 
recommends  the  abolition  of  the  poll  tax  and  the  taxes  on 
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personal  property  and  improvements.  It  recommends 
an  increase  of  the  income  tax.  The  commissioners  evi- 
dently recognize  that  income  taxes  put  a  premium  upon 
lying.  But  * '  they  have  too  firm  a  faith  in  the  integrity  of  their 
fellow  citizens"  to  suppose  that  they  will  attempt  to  evade  the 
tax.  The  report  calls  attention  to  the  significant  fact  that ' '  The 
Provincial  Government  has  seen  fit  for  taxing  purposes  to 
divide  the  lands  in  British  Columbia,  privately  held  in  fee,  into 
two  classes,  according  to  the  motive  which  prompted  their 
purchase:  (1)  Lands  for  use  or  occupation;  and  (2)  Lands 
held  for  an  increase  in  value.  It  has  also,  in  imposing  rates 
of  taxation,  differentiated  between  various  classes  of  land  ac- 
cording to  the  use  to  which  they  were  put.  At  present,  land 
held  for  occupation  or  agricultural  use  is  taxed  at  the  rate 
of  14  of  1  per  cent;  land  held  as  "coal  land"  on  which  mines 
are  worked,  at  1  per  cent. ;  if  unworked,  at  2  per  cent. ;  land 
held  as  '  *  timber  land "  at  2  per  cent. ;  land  held  for  apprecia- 
tion of  price  only,  at  4  per  cent. ;  unworked  Crown-granted 
mineral  claims,  at  25  cents  per  acre.  The  commission  recom- 
mends that  these  taxes  be  maintained,  but  suggests  that  the  as- 
sessment machinery  should  be  improved  in  order  ''that  the 
valuation  of  real  property  should  be  brought  up,  as  near  as 
possible,  to  its  real  value. ' ' 

The  Hon.  Price  Ellison,  Finance  Minister,  stated  in  his 
budget  speech  (1913)  that  it  was  the  intention  of  the  govern- 
ment to  enact  the  recommendations  of  the  commission.  He 
said,  "Our  aim  is  to  reach  a  point  where  our  revenues  will 
be  obtained  from  the  natural  resources  of  the  province. ' '  To 
which  all  good  single  taxers  will  say  amen. 

Each  municipality  in  British  Columbia  has  local  option  in 
taxation.  Victoria,  Oak  Bay,  Saanie,  Nanaimo,  Prince  Rupert, 
Vancouver,  South  Vancouver,  Point  Grey,  North  Vancouver, 
Coquitlam,  Burnaby,  Mission,  New  "Westminster,  Surrey,  Lang- 
ley,  Matsqui,  Sumas,  Chilliwack  City,  Chilliwack  Township, 
Kent,  Merritt,  Spellumcheen,  Peachland,  Kellowna,  Summer- 
land  and  Penticton  have  adopted  land  value  taxation.  The 
system  is  working  well  and  spreading  rapidly. 
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Alberta 

In  1912  the  Alberta  Legislation  amended  the  "Town  Act" 
and  made  land  value  taxation  compulsory  throughout  the 
whole  province.  The  sudden  change  inconvenienced  a  few 
municipalities  and  caused  some  slight  friction  which  was  mag- 
nified by  the  press. 

In  response  to  an  inquiry  I  received  the  following  illumi- 
nating letter  from  the  deputy  minister  of  municipal  affairs. 
Edmonton,  Alberta,  May  30th,  1914. 

Sir:  In  reply  to  your  letter  of  the  11th  inst.,  I  beg  to  say 
in  reply  to  your  first  question  that  all  the  rural  municipalities 
in  this  province  collect  taxes  on  land  values  only.  Out  of  our 
ninety-eight  village  municipalities,  ninety-seven  collect  taxes 
on  land  values  only.  Out  of  our  forty-seven  town  municipali- 
ties, forty-five  collect  taxes  on  land  values  only.  Out  of  our 
six  cities  two,  viz.,  Edmonton  and  Medicine  Hat,  collect  taxes 
on  land  values  only.  In  addition  these  two  cities  have,  of 
course,  as  all  other  municipalities  have,  a  small  revenue  from 
licenses,  then  they  have  certain  revenue  from  public  utilities 
which  are  owned  by  the  municipality.  The  city  of  Red  Deer 
levies  taxes  on  lands  and  a  small  business  tax.  The  remaining 
three  cities  of  Wetaskin,  Calgary  and  Lethbridge,  levy  taxes 
on  property  as  well  as  lands. 

In  reply  to  your  second  question  I  may  say  that  the  legisla- 
tion in  force  in  regard  to  rural  municipalities  never  provided 
for  any  other  system  of  taxation  than  that  on  land  values.  Be- 
fore we  had  rural  municipalities  we  had  local  organizations 
known  as  local  improvement  districts.  Taxes  levied  by  these 
districts  were  levied 'on  acreage  basis  and  the  local  improve- 
ment districts  that  we  still  have  still  levy  taxes  in  that  way. 

Under  the  old  village  act  of  the  Northwest  Territories  when 
a  village  was  organized,  the  system  of  taxation  that  came 
into  force  was  a  tax  on  land,  personal  property  and  improve- 
ments, but  any  village  that  so  desired  might  petition  and  ob- 
tain authority  to  levy  taxes  on  land  values  only.  Many  of  the 
villages  did  so  and  at  the  session  of  the  provincial  legislature 
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of  1911  and  1912  the  Village  Act  was  amended  requiring  all 
villages  to  levy  taxes  on  land  values  only.  This  legislation 
came  into  force  February  16th,  1912.  Our  new  Town  Act 
came  into  force  at  the  same  time,  and  all  towns  carrying  on 
business  under  that  act  are  now  required  to  levy  taxes  on  land 
values  only.  I  may  say  that  one  or  two  of  our  towns  had 
under  the  authority  granted  them  under  the  old  municipal 
ordinance  only  levied  taxes  on  land  values,  but  the  majority 
of  them  still  levied  taxes  on  personal  property  and  improve- 
ments up  to  the  time  of  the  coming  into  force  of  our  town  act. 

The  one  exception  in  regard  to  taxation  in  villages  is  pro- 
vided for  by  special  act  on  account  of  peculiar  local  condi- 
tions. With  reference  to  the  two  exceptions  in  towns  I  may 
say  that  one  of  these  is  an  old  town  established  under  a  char- 
ter granted  by  the  Northwest  Territories  and  this  town  has 
not  yet  applied  to  come  under  the  town  act.  The  other  is  a 
town  that  is  in  peculiar  circumstances  and  was  given  special 
taxation  privileges  by  special  act. 

In  regard  to  your  last  inquiry  I  may  say  that  as  far  as  our 
rural  municipalities  are  concerned,  the  question  of  changing 
from  taxation  in  land  values  to  taxation  on  lands,  personal 
property  and  improvements  has  never  been  raised  and  any 
such  move  would  be  strongly  opposed  by  our  rural  population. 
With  reference  to  villages  and  towns  I  may  say  that  at  the 
two  last  conventions  of  the  Urban  Union  of  Alberta  Munici- 
palities the  question  has  come  up  in  the  shape  of  a  resolution 
but  the  resolution  has  been  defeated  on  both  occasions.  At 
the  last  convention  there  were  only  three  votes  cast  in  favor 
of  the  resolution  asking  for  legislation  permitting  towns  to 
revert  to  the  old  system  of  taxation.  This  should  be  an  indica- 
tion of  how  this  matter  stands. 

With  reference  to  our  cities  as  you  no  doubt  are  aware, 
each  of  our  cities  carry  on  business  under  its  own  special 
charter  granted  by  the  legislature.  The  provisions  of  these 
charters  are  amended  from  time  to  time  and  the  general 
tendency  of  late  has  been  for  the  cities  to  ask  for  amendments 
reducing  taxes  on  personal  property  and  improvements,  there 
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being  less  revenue  raised  from  taxation  on  personal  property 
and  improvements  in  our  cities  at  the  present  time  than  ever 
before. 

Your  obedient  servant,  • 

(Signed)     Jno.  Perrie, 
Deputy  Minister  of  Mmiicipal  Affairs. 

The  legislation  referred  to,  passed  in  1911-1912,  contains 
the  following  clauses : 

' '  All  municipal  and  school  taxes  shall  be  levied  equally  upon 
all  rateable  land  in  the  town." 

"All  municipal  taxes  shall  be  levied  equally  upon  all  rate- 
able land  in  the  municipality  according  to  the  assessed  value 
of  such  land." 

' '  Land  shall  be  assessed  at  its  actual  cash  value,  as  it  would 
be  appraised  in  payment  of  a  just  debt  from  a  solvent  debtor, 
exclusive  of  the  value  of  any  buildings  errected  thereon  or 
of  any  increase  in  value  caused  by  any  other  expenditure  of 
labor  or  capital  thereon. ' ' 

A  proposal  to  levy  a  tax  of  five  per  cent  upon  the  "unearned 
increment"  of  land  values  when  the  property  is  sold  is  under 
consideration  in  Alberta,  and  also  in  the  neighbouring  province 
of  Saskatchewan,  but  so  far  as  I  am  aware  these  proposals 
have  not  gone  beyond  the  stage  of  serious  consideration. 

Saskatchewan 

The  Legislature  of  Saskatchewan  passed  an  act  in  1908  pro- 
viding for  the  taxation  of  land  values  only  in  rural  munici- 
palities. 

At  the  1913  session  of  the  Legislature  an  amendment  was 
made  to  the  Rural  Municipalities  Act,  by  which  each  rural 
municipal  council  will  levy  a  sur-tax  of  ten  dollars  per  quarter 
section  on  the  following  lands,  beginning  in  1914 : 

"1.  The  land  of  any  owner  or  occupant  not  exceeding  320 
acres  which  has  less  than  one  quarter  of  its  area  under  culti- 
vation, unless  such  owner  or  occupant  is  an  actual  resident 
upon  the  said  land; 


410  NATIONAL  TAX  ASSOCIATION 

"2.  The  land  of  any  owner  or  occupant  exceeding  320 
acres,  but  not  greater  than  640  acres,  which  has  less  than  one 
quarter  of  its  area  under  cultivation; 

"3.  The  land  of  any  owner  or  occupant  exceeding  640 
acres,  but  not  greater  than  1,280  acres,  which  has  less  than  one 
half  its  area  under  cultivation ; 

**4.  The  land  of  any  owner  or  occupant  exceeding  1,280 
acres,  but  not  greater  than  1,920  acres,  which  has  less  than  one 
half  its  area  under  cultivation; 

"5.  The  land  of  any  owner  or  occupant  exceeding  1,920 
acres. ' ' 

The  aim  of  this  bill  is  to  tax  the  non-resident  land  specu- 
lator, and  also  to  tax  owners  of  large  estates.  It  is  heartily 
approved  by  the  farmers  of  Saskatchewan  who  passed  the 
following  resolution  at  their  last  annual  convention : 

''That  this  convention  heartily  approves  of  the  recent 
provincial  legislation  rendering  it  obligatory  that  all  rural 
school  and  municipal  revenues  of  the  province  be  raised  by  a 
tax  on  unimproved  land  values; 

"And,  further,  that  we  recognize  that  land  speculation  is 
one  of  the  worst  evils  to-day  existent  in  Saskatchewan,  and  we 
are  therefore  in  accord  with  the  recent  *sur-tax'  provision, 
by  which  the  speculator  will  be  more  heavily  taxed  than  the 
bona-fide  farmer; 

"And,  further,  that  the  we  consider  that  the  most  equit- 
able method  of  raising  all  public  revenues  is  by  a  tax  upon 
unimproved  land  values." 

These  farmers  evidently  do  not  think  that  "the  single 
tax  will  hurt  the  farmer."  The  towns  and  cities  of  Sas- 
katchewan have  power  to  adopt  land  value  taxation  by  easy 
stages.  The  Assessment  Act  of  1911  stipulates  that  buildings 
must  be  assessed  at  60  per  cent  of  their  value,  and  land  at 
its  full  value  Any  city  or  town  may  reduce  the  assessment 
on  improvements  15  per  cent  each  year  until  improvements 
are  totally  exempt  from  taxation.  Regina,  the  capital  city, 
has  this  year  reached  the  stage  where  buildings  are  only  taxed 
on  15  per  cent  of  their  value  Practically  all  of  the  towns 
and  cities  in  Saskatchewan  are  following  the  same  policy. 
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Manitoba 

The  Municipal  Assessment  Act  of  Manitoba  states  that  all 
horses,  cattle,  sheep,  swine,  poultry  and  other  farm  stock  (live 
or  dead),  grain,  cereals,  flour,  the  produce  of  farm  or  field, 
in  store  or  warehouse,  cordwood,  and  all  farming  imple- 
ments and  machinery  used  by  farmers  in  the  ordinary  oc- 
cupation of  farming,  and  when  kept  upon  the  lands  of  bona- 
fide  agriculturists  or  farmers,  shall  be  exempt  from  taxation. 
The  Manitoba  Act  also  provides  that  agricultural  land  shall 
be  taxed  according  to  its  value,  allowing,  however,  consider- 
able latitude  to  the  assessor  in  fixing  the  value,  with  the  re- 
sult that  the  land  is  usually  under-assessed. 

An  amendment  is  needed  to  compel  the  assessment  of  land 
at  its  actual  value. 

Winnipeg  the  capital  city  operates  under  a  charter  from  the 
provincial  government  and  has  to  apply  to  it  before  she  can 
make  any  changes  in  her  system  of  taxation.  In  1909  an 
amendment  to  the  charter  was  secured  by  which  the  assess- 
ment on  buildings  was  reduced  to  two-thirds  of  their  value, 
land  being  assessed  at  its  full  value. 

During  the  municipal  election  of  1911,  24  out  of  28  candi- 
dates declared  in  favor  of  land  value  taxation.  The  city 
council  asked  the  provincial  government  for  power  to  take 
a  referendum  vote  upon  the  question.  This  was  ignored,  as 
was  a  similar  request  in  1913.  A  petition  from  the  Union 
of  Municipalities  of  Manitoba  for  a  change  in  the  assessment 
act,  which  would  permit  the  reduction  of  taxation  upon  build- 
ings in  the  cities  and  towns,  received  the  same  treatment. 
So  although  Manitoba  led  the  way  in  the  practice  of  untax- 
ing agricultural  improvements  some  twenty  years  ago,  she 
has  not  progressed  so  rapidly  as  her  western  sisters. 

Results 

A  few  words  about  the  results  of  land  value  taxation  may 
not  be  unwelcome. 

The  building  record  for  the  first  eight  months  of  1912,  cover- 
ing 52  cities  in  Canada,  furnished  striking  testimony  of  the  effi- 
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cacy  of  land  value  taxation.  Medicine  Hat,  a  small  city  of  5,608 
inhabitants,  stood  first  in  the  percentage  increase  in  the  eight 
months,  with  408  per  cent.  The  Legislature  of  Alberta, 
passed  a  law  to  compel  all  municipalities  in  that  province 
to  adopt  the  system  of  land  value  taxation.  The  City  Council 
of  Medicine  Hat  was  not  content  to  wait,  so  applied  for  and 
obtained  a  special  act,  by  which  all  taxes  upon  business, 
buildings  and  personal  property  were  abolished,  and  the  whole 
of  the  municipal  revenue  raised  by  a  tax  on  land  values. 
There  is  no  doubt  that  the  phenomenal  increase  in  building 
operations  was  principally  due  to  this  change  in  the  system 
of  taxation.  In  Edmonton,  the  capital  city  of  Alberta,  which 
this  year  abolished  the  last  vestige  of  the  business  tax,  and 
now  raises  the  whole  of  its  revenue  by  land  value  taxation, 
there  was  also  an  enormous  increase  in  the  number  of  build- 
ing permits  issued.  The  figures  are  $10,250,562  for  1912, 
against  $2,706,780  for  1911,  an  increase  of  $7,543,782.  The 
figures  for  Victoria  are  $5,781,255  for  1912,  against  $2,197,- 
920  for  1911,  an  increase  of  $3,583,336.  For  the  sake  of  com- 
parison, I  include  the  building  record  for  Winnipeg,  which 
is  a  much  larger  city,  but  still  lags  behind  in  the  matter  of 
mending  her  tax  system.  We  have,  it  is  true,  abolished  all- 
taxes  on  personal  property,  and  in  1909  the  assessment  of 
buildings  was  reduced  to  two-thirds  of  their  value,  but  we 
are  still  hampered  with  a  tax  upon  buildings  and  a  business 
tax.  To  show  the  effect  these  have  in  the  way  of  holding 
back  the  city,  it  is  only  necessary  to  compare  the  building 
record  of  Winnipeg  with  Victoria  and  Edmonton,  which  are 
much  smaller  cities.  The  figures  for  Winnipeg  are  $16,298,600 
for  1912,  $13,911,900  for  1911,  an  increase  of  only  $2,386,700 
as  against  the  larger  increases  in  Victoria  and  Edmonton. 
The  population  of  Winnipeg  according  to  the  census  of  1911 
was  136,035.  Victoria  had  31,660  inhabitants,  and  Edmonton 
24,900.  These  are  hard  facts  which  should  shake  the  oppo- 
sition to  Single  Tax  in  any  part  of  the  world.  No  man  can 
look  these  figures  squarely  in  the  face  and  say  that  land  value 
taxation  will  not  work. 
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So  much  has  been  written  about  the  effect  of  land  value 
taxation  in  Vancouver  that  one  hestitates  to  add  words  to 
words,  and  figures  to  figures.  The  fact  that  the  system  of 
taxation  is  decided  each  year  by  the  city  council,  and  that 
this  year  it  took  only  2l^  minutes  to  decide  in  favor  of  land 
value  taxation  speaks  volumes.  No  single  instance  can  be 
quoted  where  any  municipality  in  Western  Canada  has  tried 
land  value  taxation  and  returned  to  the  old  general  prop- 
erty tax. 

Expert  Testimony 

It  would  hardly  be  fair  to  conclude  this  paper  without  put- 
ting in  evidence  the  opinions  of  some  men  who  can  speak 
with  authority  about  the  effects  of  the  new  system. 

The  Mayor  of  Vancouver  writes : 

Dear  Sir:  Replying  to  yours  of  October  21st,  1913,  I 
might  state  that  there  is  no  great  dissatisfaction  with  the 
system  of  taxation  in  vogue  in  Vancouver.  While  there  may 
be  a  difference  of  opinion  as  to  the  exemption  of  improve- 
ments, so  far  as  I  can  find  out  the  electors  of  the  city  of 
Vancouver  are,  by  a  tremendous  majority,  in  favor  of  our 
present  system  of  exemption. 

We  are  having  no  great  difficulty  in  financing  civic  busi- 
ness, either;  in  fact,  I  know  of  no  city  in  Canada  which  has 
less  trouble  than  we  have,  and  any  trouble  which  we  have 
had  has  not  been  due  to  the  exemption  of  improvements,  but 
to  the  fact  that  we  had  borrowed  too  much  money  for  local 
improvements  without  selling  the  local  improvements  bonds. 
I  may  also  state  that  our  assessed  value  of  land  within  the 
city  is  not  more  than  50  or  55  per  cent  of  its  actual  selling 
value,  so  that  we  have  a  large  margin  to  go  and  come  on. 
Yours  truly, 

(Signed)     T.  S.  Baxter, 

Mayor  of  Vancouver. 

The  Mayor  of  Victoria  writes : 

Victoria,  B.  C.  May  11th,  1914. 

Dear  Sir  :  I  am  duly  in  receipt  of  your  communication  of 
the  5th  inst.     In  reply  I  beg  to  state  that  the  burden  of 
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taxation  in.  this  city  has  been  removed  from  improvements, 
and  placed  on  land  values.  Although  this  change  has  given 
an  impetus  to  building  and  has  resulted  in  the  erection  of 
a  large  number  of  splendid  modern  business  blocks  on  what 
was  formerly  vacant  property,  I  do  not  think,  that  up  to  the 
present  time,  it  has  had  any  material  effect  upon  manufactur- 
ing^enterprises.  There  is  no  tax  on  public  utilities  in  this  city, 
and  the  main  sources  of  revenue  are  the  tax  on  land,  business 
licenses,  and  a  "Road  Tax"  of  $2.00  per  year. 

When  this  system  was  first  introduced  Tt  had  many  bitter 
opponents,  but  those  who  were  its  strongest  opponents  at  one 
time,  are  now,  many  of  them,  staunch  advocates  of  it.  I  should 
say  that,  generally  speaking  it  meets  with  approval,  and  in 
my  own  personal  opinion  is  of  benefit  to  the  community.  - 
Yours  very  truly, 

(Signed)     A.  Stewart, 

Mayor  of  Victoria. 

The  Mayor  of  Edmonton,  Alberta,  writes: 

Edmonton,  Alberta,  May  9th,  1914. 

Sir:  I  am  in  receipt  of  your  communication  of  the  5th 
inst.,  with  regard  to  system  of  taxation  in  operation  in  our 
city. 

As  far  as  I  am  aware,  the  single  tax  schedule  which  we  have 
adopted  is  as  popular  as  it  is  possible  for  any  system  of  taxa- 
tion to  be.  We  have  abolished  the  poll  tax,  income  tax,  floor 
space  tax,  on  industry,  and  at  present  derive  the  revenue  for 
current  expenses  of  the  municipality  from  direct  tax  on  land 
values  alone.  The  object  of  this  system  in  a  growing  commun- 
ity is  to  encourage  building  and  other  industries,  and  to  dis- 
courage the  holding  of  large  plots  of  land  for  purely  specula- 
tive purposes. 

In  times  of  financial  stringency,  when  the  real  estate  boom 
is  ended,  the  full  value  of  the  single  tax  is  apparent;  when 
land  owners  are  forced  in  self-protection,  to  erect  on  their 
property  some  kind  of  building  to  mitigate  their  tax  bills. 

In  my  own  personal  opinion  the  system  of  land  value  taxa- 
tion is  of  distinct  benefit  to  the  community,  and  will  bear 
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favorable  comparison  with  any  other  system  that  may  be  de- 
signed to  eliminate  the  defects  of  Western  land  development. 

Your  truly, 

(Signed)  W.  J,  McNamaba, 

Mayor  of  Edmonton. 

No  useful  purpose  v^^ould  be  served  by  multiplying  these 
testimonials.  Land  value  taxation  has  taken  root  in  the  fertile 
soil  of  Western  Canada,  and  it  is  growing;  it  will  grow. 

Practically  all  of  the  rural  municipalities  west  of  the  great 
lakes,  exempt  improvements  from  taxation,  a  majority  of  the 
towns  and  cities  are  moving  in  the  same  direction;  British 
Columbia  now  gets  part  of  her  provincial  revenue  from  the 
taxation  of  land  values,  Alberta,  and  Saskatchewan  propose 
to  do  likewise ;  the  federal  government  leases  mineral  claims, 
timber  limits,  etc.,  instead  of  selling  them;  the  principle  that 
the  land  belongs  to  all  the  people  is  thus  recognized  in  all 
departments  of  our  government,  municipal,  provincial  and  fed- 
eral, and  there  is  a  constant  demand  for  a  fuller  application 
of  this  principle.  Will  land  value  taxation  develop  into  the 
single  tax?  An  increasing  number  of  us  sincerely  hope  so. 
We  have  no  dread  of  what  is  called  for  by  the  instinct  of  man- 
kind. Nor  think  we  that  God's  world  will  fall  apart,  because 
we  tear  a  parchment  more  or  less. 


EXPERIMENTS  WITH  THE  SINGLE  TAX  IN  WEST- 
ERN CANADA 

F.  C.  Wade,  K.  C. 

Vancouver,  British  Columbia 
(Eead  by  Professor  John.  E.  Brindley.) 

During  the  last  few  years  it  has  been  customary  to  point 
to  the  rapid  advance  in  the  amount  of  building  permits  issued 
each  year  in  Vancouver  as  proof  of  the  great  material  benefits 
to  be  derived  from  the  exemption  of  improvements,  the  so- 
called  "single  tax."  From  1895  to  1905,  fifty  per  cent,  of  im- 
provements were  exempt  from  taxation;  from  1906  to  1909, 
75  per  cent.,  and  since  1910  all  have  been  exempt.  In  the 
last  year  of  the  first  period  (1905)  the  permits  issued  totalled 
$2,653,000.  From  1906  to  1909  they  rose  from  $4,308,410  to 
$7,258,563.  In  1910,  when  the  exemption  was  made  complete, 
the  value  of  permits  issued  jumped  up  to  $13,150,365,  and 
thereafter  by  leaps  and  bounds— in  1911,  $17,652,642,  and  in 
1912,  $19,388,322. 

The  rate  of  increase  was  certainly  phenomenal.  With  each 
reduction  in  the  assessment  of  "improvements,"  the  volume 
of  permits  increased  considerably.  Finally  the  assessment  of 
improvements  was  abandoned  altogether  in  1910,  and  in  1912 
the  largest  grand  total  in  the  history  of  the  city  was  reached. 
The  "single  taxers, "  of  course,  could  not  overlook  the  oppor- 
tunity; they  would  not  have  been  human  had  they  done  so. 
At  last,  proof  positive  of  the  magical  effectiveness  of  single 
tax  had  been  secured,  and  Vancouver's  prosperity  was 
trumpeted  near  and  far.  The  great  recipe  for  progress  had 
been  found,  and  all  other  cities  were  exhorted  to  follow  Van- 
couver's example  and  speedily  attain  to  unlimited  prosperity. 

There  can  be  no  question  that  for  a  time  the  great  majority 
of  the  people  of  Vancouver  associated  single  tax  and  their 
city's  progress  as  cause  and  effect.  Other  British  Columbia 
cities  quickly  followed  her  example.     Victoria,  the  political 
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capital  of  the  province,  which  had  exempted  25  per  cent,  of 
improvements  from  1894  to  1896,  and  50  per  cent,  from  1896 
to  1911,  ceased  to  assess  improvements  in  1911. 

The  contagion  spread  to  the  Province  of  Alberta,  adjoining 
British  Columbia  on  the  east,  and  also  to  the  Province  of  Sas- 
katchewan, Alberta's  next-door  neighbor.  Medicine  Hat  re- 
duced its  assessment  of  improvements  approximately  30  per 
cent,  per  annum  till  the  exemption  became  complete  in  1912. 
Lethbridge  exempted  33  per  cent,  of  buildings  in  1912  and 
66  per  cent,  in  1913  and  since.  Calgary,  which  had  assessed 
improvements  at  80  per  cent,  in  1910,  reduced  the  assessment 
to  50  per  cent,  in  1911  and  to  25  per  cent,  in  1912  and  since. 
Edmonton,  which,  strange  to  say,  is  seldom  referred  to  by 
"single  taxers,"  had  exempted  improvements  since  1905  and 
could  do  no  more. 

Similarly  in  Saskatchewan,  Regina,  the  capital  city,  reduced 
the  assessment  of  improvements  from  60  per  cent,  in  1910  to 
45  per  cent,  in  1911  and  to  30  per  cent,  in  1912.  Saskatoon 
and  North  Battleford  did  the  same.  Prince  Albert  reduced 
to  15  per  cent..  Moose  Jaw  to  45  per  cent.,  Weyburn  to  30  per 
cent.,  and  Swift  Current  to  15  per  cent. 

These  changes  ended  in  almost  every  case  in  spectacular 
disaster.  Vancouver's  building  permits,  which  had  increased 
with  such  rapidity  until  the  climax  in  1912  was  represented 
by  $19,388,322,  suffered  a  collapse  in  1913,  when  they  fell  to 
$10,423,197,  a  decrease  of  nearly  50  per  cent.,  and  a  further 
fall  this  year,  the  total  permits  aggregating  till  the  end  of 
July  $2,973,335;  so  that  the  permits  for  the  year  will  not 
exceed  half  what  they  were  in  1913,  and  quarter  of  the  value 
for  1912.  In  Victoria,  similarly,  the  permits  fell  from 
$8,208,155  in  1912  to  $4,037,992  in  1913— less  than  one-half— 
and  to  $1,572,190  to  the  end  of  May  this  year,  so  that  the 
permits  for  this  year,  as  in  the  case  of  Vancouver,  will  not 
exceed  a  quarter  of  what  they  were  in  1912.  Similarly,  New 
Westminister's  permits  for  1912  were  $1,634,518,  and  for 
1913,  $958,975,  a  decrease  of  $675,543. 
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In  Alberta,  Calgaiy  dropped  from  $20,394,220  in  1912  to 
$8,619,653  in  1913,  a  reduction  of  much  more  than  a  half, 
and  to  $1,644,100  to  the  end  of  June  this  year,  or  for  the 
year  less  than  one-sixth  of  the  total  for  1912.  Edmonton  fell 
from  $14,446,819  in  1912  to  $9,242,450  in  1913 ;  Lethbridge 
from  $1,358,250  in  1912  to  $504,954  in  1913,  and  $296,965  to 
the  end  of  June,  1914;  Macleod  fell  from  $220,000  in  1912 
to  $175,000  in  1913,  a  decrease  of  20.4  per  cent. ;  Medicine  Hat 
appears  to  be  the  only  exception,  permits  mounting  from 
$2,798,764  in  1912  to  $3,850,082  in  1913. 

The  Province  of  Saskatchewan  tells  the  same  story.  Regina 
permits  fell  from  $8,047,309  in  1912  to  $4,018,350  in  1913,  a 
decrease  of  more  than  half,  and  to  $1,355,120  for  the  first  six 
months  this  year,  so  that  they  will  probably  not  exceed  one- 
half  the  permits  for  1913,  and  one-quarter  of  the  value  for 
1912.  Moose  Jaw,  1912,  $5,275,797;  1913,  $4,538,470,  a  fall 
of  19  per  cent. ;  up  to  July,  1914,  the  total  has  been  only 
$407,300.  Saskatoon  fell  from  $7,640,530  in  1912  to  $4,453,845 
in  1913,  and  $301,950  to  the  end  of  June  this  year,  and  will 
probably  not  exceed  one-eighth  of  the  value  for  1912.  Prince 
Albert  dropped  from  $2,008,000  in  1912  to  $1,380,390  in  1913, 
and  $144,365  to  the  end  of  June,  1914.  They  will  not  reach 
an  eighth  of  the  record  figure  for  1912.  North  Battleford  has 
decreased  also,  though  the  figures  are  small.  The  figures  for 
Weyburn  are  for  1912,  $726,660;  1913,  $175,005,  a  decrease 
of  77  per  cent. 

If  the  argument  of  the  "single  taxers"  based  on  prosperity 
proves  the  excellence  of  the  single  tax,  surely  the  argument 
from  adversity  must  prove  the  opposite.  And  the  decrease 
in  values  under  the  exemption  of  improvements,  it  will  be 
noted,  has  been  sharper  and  greater  in  volume  than  the  in- 
crease, in  most  cases. 

As  this  tremenduous  falling  off  in  building  values  has  fol- 
lowed so  closely  on  the  heels  of  partial  or  total  exemption  of 
i  nprovements  in  the  three  provinces  of  Western  Canada,  it 
becomes  interesting  to  inquire  into  the  conditions  in  the  other 
portions  of  Canada,  where  the  magic  effects  of  single  tax  have 
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not  yet  been  called  into  being.  If  the  exemption  of  improve- 
ments contributes  in  any  degree  to  the  rapid  upbuilding  of 
cities,  we  will  naturally  look  for  a  greater  falling  off  in  build- 
ing activity  throughout  the  old  line  cities  of  Canada  than  in 
the  three  western  provinces.  AVinnipeg,  the  capital  of  Mani- 
toba, Saskatchewan's  next-door  neighbor,  secured  legislation 
in  1909  to  exempt  improvements  to  the  extent  of  one-third 
of  their  value,  but  as  she  had  previously  in  practice  assessed 
only  75  per  cent.,  the  change  was  not  noticeable.  Besides, 
Winnipeg  imposes  a  business  tax  which  this  year  amounted  to 
$438,363,  as  well  as  land  and  improvement  taxes.  The  rate 
of  decrease  in  building  operations  should,  therefore,  have  been 
much  more  marked  in  Winnipeg  than  in  the  cities  of  the  three 
western  provinces.  Her  permits,  however,  wliich  were 
$20,475,350  in  1912,  fell  only  to  $18,357,150  in  1913,  while  for 
seven  month  this  year  they  are  $8,522,200,  and  may  reach 
$17,000,000  for  the  year.  Toronto's  new  buildings  in  1912 
represented  $27,401,761 ;  in  1913,  $27,038,624.  Montreal's  for 
1912  amounted  to  $19,641,955 ;  in  1913,  $27,032,097.  St.  John, 
N.  B.,  1912  permits,  $500,000;  1913,  $2,500,000,  an  increase 
of  400  per  cent.  Fort  William,  1912,  $3,746,565;  1913, 
$4,029,965.  Port  Arthur's  fell  from  $2,494,179  in  1912  to 
$1,935,680  in  1913.  A  permit  for  the  new  government  elevator, 
costing  $1,500,000,  was  issued  in  December,  1912.  Had  it  been 
issued  the  following  month,  the  figures  would  have  been :  1912, 
$994,179  ;  1913,  $3,435,680,  an  increase  in  favor  of  1913  of  over 
300  per  cent.  The  work  was,  of  course,  done  in  1913.  Brant- 
ford 's  permits  represent  a  small  amount  in  any  case,  and  1913 
showed  permits  for  $1,015,886  as  against  1912,  $1,167,105. 

I  have  not  seen  all  the  records  for  the  first  six  months  of 
the  present  year,  but  have  no  reason  to  doubt  the  following 
editorial  statement  in  the  last  issue  of  ' '  The  Contract  Record" : 
"Glancing  over  the  record  of  building  in  the  forty-three  cities 
cf  the  Dominion,  we  find  that  constructional  activity  during 
tlie  last  six  months  has  been  on  the  increase  in  eighteen  cities, 
the  most  noticeable  increases  having  been  recorded  at  Winni- 
peg, INIedicine  Hat,  St.  ThomaSj  St.  Catharines,  Berlin,  Quebec, 
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Maisoimeuve  and  Halifax."  It  will  be  observed  that  of  all 
these  cities,  the  only  one  enjoying  exemption  of  improvements 
is  Medicine  Hat,  which  keeps  up  its  record  for  1913.  All  the 
others  belong  to  the  old-fashioned  lot,  and  have  not  yet  ex- 
perienced "single  tax  magic."  Owing  to  its  unlimited  stores 
of  natural  gas,  its  900  acres  of  industrial  sites,  "The  to\^'n  that 
was  born  lucky,"  as  Kipling  calls  it,  thrives  independently  of 
all  taxation  methods. 

Bank  clearings  also  are  pointed  to  by  "single  taxers"  as  an 
indication  of  the  beneficial  effects  of  exempting  improvements. 
A  comparison  of  the  bank  clearings  of  the  cities  of  the  three 
western  provinces  for  1912  and  1913  cannot  lend  much  en- 
couragement to  that  school  of  economists.  The  following  are 
the  figures  for  the  two  years : 

1912  1913 

Vancouver    $645,118,877  $606,899,710 

Victoria   183,544.238  176,977,074 

Calgary    275,492,303  247,882,848 

Edmonton    220,727,617  213,053,318 

Lethbridge    33,485,947  28,893,476 

Saskatoon 115,898,467  96,034,717 

Moose    Jaw 65,136,326  61,370,943 

Eegina   115,727,648  132,087,457 

Vancouver  showed  a  loss  of  over  thirty-eight  millions,  Vic- 
toria over  six  millions,  Calgary  over  twenty-six,  Edmonton  over 
seven,  Lethbridge  over  four,  Saskatoon  over  nineteen,  Moose 
Jaw  nearly  four.    Eegina  alone  showed  a  gain. 

Turn  now  to  the  old-fashioned  cities  which  have  not  adopted 
any  "single  tax"  methods.  The  following  nearly  aU  showed 
increases  over  1912 : 

1912  1913 

Toronto $2,159,230,376  $2,181,281,577 

Winnipeg 1,537,817.524  1,634,977,237 

Halifax,   N.   S 100,467,672  105,623,769 

Hamilton    167,551,697  186,107,853 

Quebec    158,760,185  165,654,745 

London 84.526,961  90,720,202 

Brantford 30,749,317  32,697,443 

Fort  William 40,503,087  49,265,358 

Montreal    2,844,368,426  2,880,029,101 

Ottawa 244,173,451  207,667,006 

St.  John,  N.  B 88,969,218  82,665,827 

Brandon 32,875,875  32,186,498 
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All  the  cities  in  the  three  western  provinces  which  enjoy 
more  or  less  exemption  of  improvements,  with  one  exception, 
showed  losses  in  bank  clearings,  while  all  the  cities  in  the  rest 
of  Canada,  with  only  four  exceptions,  showed  gains,  the  Winni- 
peg increase  alone  amounting  to  almost  a  hundred  million. 

The  comparison  might  be  continued  along  many  other  lines 
indicating  business  activity  or  the  opposite,  as  for  instance, 
customs  receipts,  inland  revenue  returns,  land  registrations 
and  a  dozen  others,  but  it  can  be  taken  for  granted  that  all 
would  tell  the  same  story.  The  exemption  of  improvements 
from  taxation  has  entirely  failed  to  realize  the  claim  made 
for  it.  It  has  not  promoted  prosperity.  It  has  not  even  saved 
the  situation.  So  long  as  building  permits  rose  by  leaps  and 
bounds  there  were  many  ready  to  believe  that  all  was  owing 
to  the  * '  magic ' '  of  single  tax.  It  required  but  slight  financial 
pressure  to  show  how  absurd  was  the  pretense  and  to  bring  us 
back  to  earth.  When  the  three  western  provinces  of  Canada 
were  at  the  height  of  their  prosperity,  all  the  rest  of  Canada 
was  enjoying  great  prosperity.  A  great  tide  of  business  activ- 
ity passed  over  the  Dominion  from  1909  to  1912,  reaching  its 
highest  level  in  1912.  In  1913  the  first  signs  of  the  ebb  became 
visible,  and  now  we  are  at  low-water  mark.  In  this  condition 
of  depression,  when  we  would  gladly  avail  ourselves  of  any- 
thing that  would  improve  the  situation,  it  is  startling  to  find 
that  where  improvements  are  wholly  or  partially  exempt,  the 
decline  in  building  activity  has  been  far  greater  than  in  the 
cities  which  have  not  been  injected  with  single-tax  "magic." 

Single  tax  is  certainly  not  a  friend  in  need.  Has  it  any 
effect  whatever  during  a  period  of  prosperity?  In  January, 
1912,  when  this  question  was  under  discussion,  I  had  occasion 
to  write  to  the  press  as  follows :  "It  may  also  be  readily  ad- 
mitted that  the  removal  of  taxes  on  improvements  must  have 
stimulated  building  activity.  It  stands  to  reason  that  if  a 
capitalist  is  allowed  to  construct  a  mammoth  office  or  apart- 
ment building  or  hotel  on  a  lot  or  two  and  divide  it  into  one 
to  three  hundred  suites  of  rooms  or  offices,  thus  multiplying 
his  earning  power  on  the  same  ground  space  one  or  three 
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hundred  times  without  increasing  his  taxes  one  cent,  he  is  not 
going  to  object  to  the  arrangement.  It  will  be  popular  so  far 
as  he  is  concerned,  and  he  will  go  ahead  and  build.  Other 
capitalists  will  do  likewise,  and  before  long  all  the  banks, 
insurance  companies,  professional  offices  and  financial  insti- 
tutions will  help  to  swell  the  rent  rolls  of  skyscrapers  that 
are  not  taxed."  Professor  Charles  J.  Bullock,  who  has  re- 
cently investigated  this  phase  of  the  question  at  Vancouver, 
admits  that  "a  partial  or  total  exemption  of  buildings  might 
give  a  temporary  fillip  to  building  construction."  But  is  the 
stimulus  a  healthy  one?  Is  it  advisable  during  boom  condi- 
tions to  increase  the  prevailing  excitement  and  encourage  a 
tendency  already  over-stimulated?  Is  it  not  better,  on  the 
contrary,  to  apply  the  brakes  before  it  is  too  late  ?  An  assess- 
ment commissioner  of  great  experience,  who  is  also  a  member 
of  this  association,  has  put  the  matter  this  way:  "Neither  do 
I  think  that  the  so-called  single  tax  can  be  beneficial  by  in- 
creasing the  per  capita  production  of  houses.  Moderately  high 
rents  are  much  to  be  preferred,  I  think,  to  over-supply  of 
buildings,  and  the  consequent  waste  of  capital  and  labor,  and 
certainly  indicate  a  more  healthy  economic  condition.  About 
the  worst  calamity  that  can  befall  a  city  is  to  find  itself  greatly 
over-built."  With  this  opinion  we  will  probably  all  agree. 
I  could  instance  many  owners  of  apartment  houses  and  office 
blocks  in  cities  where  improvements  are  exempted  whose  assent 
at  the  present  time  would  be  so  emphatic  as  to  be  almost  fierce. 
I  have  before  me  figures  showing  the  extent  to  which  some  of 
the  most  recent,  as  well  as  some  of  the  oldest  structures  in 
single-tax  cities,  are  occupied,  but  say  nothing  with  regard  to 
them  except  that  those  who  have  been  induced  by  exemption 
from  taxation  to  rush  up  costly  structures  for  which  there  is 
at  present  no  adequate  demand,  have  every  reason  to  heap 
anything  but  blessings  on  the  devoted  heads  of  all  "single- 
tax"  boomsters. 

Another  claim  put  forward  in  favor  of  the  system  is  that 
it  is  peculiarly  favorable  to  the  poorer  man,  and  those  less  able 
to  bear  the  common  burden.     To  what  extent  will  this  claim 
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bear  investigation?  The  assessment  value  of  buildings,  in 
Vancouver,  for  1914  is  $76,199,743.  On  all  these  millions  no 
taxes  will  be  paid.  To  what  extent  does  this  exemption  benefit 
the  poor  and  the  rich  man  respectively  ?  An  analysis  of  build- 
ing permits  should  provide  the  answer.  From  January  to 
October,  inclusive,  1913,  they  were  as  follows:  Permits  for 
(1)  rooming  houses,  $1,216,179;  (2)  factories  and  warehouses, 
$1,833,008;  (3)  offices  and  stores,  $5,249,996;  (4)  private 
houses,  $1,589,257.  The  first  three  classes  will  have  to  be 
credited  to  the  well-to-do  section  of  our  population.  They 
aggregate  $8,299,183.  Of  the  $1,589,257  expended  on  private 
houses,  let  us  assume  that  two-thirds  of  the  total  was  expended 
by  the  wealthier  classes.  I  make  this  assumption  more  con- 
fidently, because  I  have  submitted  it  to  the  building  inspector 
of  the  city,  who  declares  it  to  be  correct.  If  it  is  correct, 
$529,752  were  expended  on  dwellings  by  the  poorer  classes  and 
$1,059,504  by  the  well-to-do.  The  total  exempted  from  taxa- 
tion, therefore,  would  be  $9,988,440,  of  which  the  poor  man's 
total  exemption  would  be  $529,752.  In  other  words,  about 
seventeen-eighteenths  of  the  exemption  is  in  favor  of  the 
wealthier  classes,  and  one-eighteenth  in  favor  of  those  not  so 
well  provided.  Applying  this  ratio  to  the  total  exemptions 
of  buildings  for  1914  we  find  that  while  the  poorer  man  is 
exempted  on  $4,234,209  improvements,  the  wealthier  classes 
escape  taxation  on  $71,981,574.  Let  us  carry  the  comparison 
still  farther,  using  the  same  ratio.  The  system  of  totally  ex- 
empting buildings  from  taxation  has  been  in  vogue  since  1910. 
The  grand  aggregate  of  "improvements"  exempted  since  then 
amounts  to  $267,172,837.  Out  of  this  grand  aggregate  the 
poorer  man  secured  exemption  on  $14,842,935.38  in  buildings, 
while  the  exemption  of  the  wealthier  classes  amounted  to 
$242,329,897.62!  This  system  of  taxation  is  called  the  poor 
man 's  boon !    We  hear  nothing  about  the  rich  man 's  boon. 

Do  not  imagine  that  the  actual  facts  have  entirely  escaped 
the  attention  of  the  workingman.  In  June  of  this  year  a  dele- 
gation of  the  Trades  and  Labor  Council  of  Vancouver,  con- 
sisting of  the  president,  vice-president  and  chairman  of  the 
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parliamentary  committee,  gave  evidence  before  the  high  cost 
of  living  commissioners  sent  out  by  the  Federal  Government 
to  conduct  inquiries.  The  vice-president,  Mr.  McVety,  was 
asked  if  the  Vancouver  system  of  single  tax  had  been  of  benefit 
to  the  laboring  classes.  His  reply  was  that  the  single-tax  sys- 
tem did  the  working  class  no  good  for  it  fell  relatively  harder 
on  the  poor  man,  whose  property  is  not  improved  or  if  im- 
proved, is  but  slightly  so.  "Wages  here  had  remained  the  same, 
he  said,  and  from  the  laboring  man's  standpoint  single  tax 
had  not  been  of  benefit. 

With  particular  reference  to  the  exemption  of  skyscrapers 
it  is  sometimes  argued  by  single-tax  organs  that  the  land  on 
which  a  skyscraper  is  built  is  much  more  valuable  than  the 
building,  while  the  workingman's  building,  as  a  general  thing, 
costs  much  more  than  the  lot  on  which  it  stands.  The  exemp- 
tion of  buildings  would,  therefore,  be  more  in  his  interest  than 
the  exemption  of  the  land.  Unfortunately  for  the  argument, 
it  is  based  on  false  premises.  To  begin  with,  skyscrapers  are 
as  a  rule  more  valuable  than  the  land  on  which  they  are  placed. 
Take  the  assessment  of  six  of  the  principal  blocks  in  Van- 
couver : 

Block  Improvements  Land 

Burns  Block $650,000  $150,000 

Birks  Block 600,000  137,500 

Eogers  Block 580,000  287,000 

Metropolitan  Block 300,000  118,000 

Winch  Block 340,000  157,000 

Canada  Life  Block 225,000  107,400 


$2,695,000       $956,900 

These  are  representative  instances,  and  they  clearly  prove 
the  reverse  of  the  contention.  The  ''improvements"  in  these 
six  instances  are  assessed  at,  not  less  than,  but  at  nearly  three 
times  as  much  as  the  land.  An  examination  of  the  assessment 
of  all  the  other  skyscrapers  in  the  city  will  give  about  the  same 
results.  The  inference  is  that  the  rich  owner  of  "improve- 
ments" escapes  taxation  on  about  two-thirds  of  his  property, 
and  is  taxed  on  one-third,  instead  of  being  taxed  two-thirds 
and  exempt  on  one-third.    Nor  is  the  other  half  of  the  premises 
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correct.  A  workman's  house  is  sometimes  more  valuable  than 
his  lot,  but  often  the  lot  is  the  more  valuable  of  the  two.  In 
any  case  where  would  the  workingman  's  condition  be  improved 
by  the  city  exempting  his  paltry  hundreds  invested  in  build- 
ings against  many  millions?  The  assessment  value  of  build- 
ings in  Vancouver  for  1914  is  $76,199,743.  At  20.44  mills 
on  the  dollar  this  would  yield  to  the  city  $1,709,922,  or  more 
than  half  of  the  total  taxes  for  1914,  which  amounted  to 
$3,209,470,  and  considerably  more  than  $1,490,926,  the  total 
general  taxes  (that  is,  less  school  and  sinking  fund  levies). 
What,  then,  becomes  of  the  contention  that  the  workingman 
would  be  taxed  more  if  the  millions  now  exempt  were  required 
to  pay  their  share,  or  some  portion  of  it  ?  How  can  it  be  said 
that  his  taxes  would  be  increased  if  the  great  bulk  of  them 
were  taken  off  his  back  and  placed  on  the  broad  shoulders 
where  they  belong? 

The  case  was  succinctly  put  in  another  form  by  Mr.  James 
Scott,  of  Winnipeg,  in  a  Vancouver  interview : 

''What  you  want  here,"  said  Mr.  Scott,  "is  for  your  work- 
ing men  to  get  homes  of  their  own  and  to  have  a  permanent 
interest  in  the  city.  Now  let  us  take  the  man  who  owns  a 
$500  lot  in  the  outskirts  of  the  city.  In  many  cases  he  will  be 
in  a  district  where  there  is  an  absence  of  permanent  improve- 
ments and  having  to  put  up  with  a  two  or  three-plank  side- 
walk, rough  graded  streets  and  many  other  inconveniences. 
If  he  builds  he  will  probably,  as  is  generally  the  case,  put  up 
a  house  of  the  value  of  his  lot,  namely  $500,  or  perhaps  even 
less.  Under  these  circumstances  and  under  the  single  tax 
system  he  gets  off  his  assessment  $500. 

"Now  let  us  look  at  the  rich  man.  Supposing  by  way  of 
example  he  buys  a  $20,000  lot  in  a  more  favored  part  of  the 
city  where  he  has  permanent  streets,  boulevards  and  every 
convenience  at  hand.  On  this  property  then  he  erects  a 
$100,000  residence.  What  does  he  get  ?  Under  the  single-tax 
system  he  gets  $100,000  off  his  assessment  or  just  five  times 
the  amount  his  lot  cost.  Compare  this  with  the  case  of  the 
poor  man  and  you  will  see  how  it  works. ' ' 
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By  way  of  further  illustration,  Mr.  Scott  might  have  pointed 
out  that  his  rich  man,  for  whom  the  costly  improvements  of  the 
city  have  been  provided,  receives  just  two  hundred  times  the 
exemption  enjoyed  by  his  working  friend,  or,  in  other  words, 
two  hundred  workingmen's  houses  would  receive  no  more 
from  the  exemption  of  improvements  than  one  rich  man's 
house.  And  yet  we  are  told  that  the  exemption  of  improve- 
ments is  very  much  to  be  desired  in  the  interests  of  the  poorer 
classes  of  the  community. 

The  city  where  the  greatest  number  of  workmen  own  their 
homes  should  be  the  paramount  aim  of  municipal  administra- 
tion. The  old  adage  reads,  "Rent  a  man  a  garden  and  he 
will  convert  it  into  a  desert,  give  him  a  desert  and  he  will 
convert  it  into  a  garden."  Improvement  and  ownership  go 
hand  in  hand.  Ownership  breeds  steadiness  of  purpose, 
spreads  content  and  stimulates  development.  "While  single 
taxers  claim  to  have  the  betterment  of  the  working  classes 
especially  in  view,  it  can  easily  be  demonstrated  that  the  ex- 
emption of  improvements  bears  heavily  on  the  small  lot-owner, 
and  is  a  menace  to  the  home.  First  let  us  understand  who 
pays  the  taxes  under  the  system  of  exempting  improvements. 
An  influential  Vancouver  journal,  The  Province,  last  month 
contained  the  following  statement: 

"A  tabulation  of  Vancouver's  taxes  shows  that  for  the  last 
ten  years  the  rate  for  each  person  in  the  city  has  grown  from 
$11.56  net  to  $28.88,  with  an  increase  in  the  tax  rate  itself 
of  4  per  cent,  in  that  time.  The  population  has  grown  from 
38,414  to  114,220,  but  the  revenue  from  direct  taxation  from 
$409,351  to  $3,209,444.  This  would  evidently  show  that  the 
assessment  of  taxable  property  has  grown  faster  than  the 
population.  It  adds:  "If  the  usual  25  per  cent,  of  the  prop- 
erty-owners defer  their  payments  until  September  15,  the  rate 
of  taxation  per  capita  will  amount  for  them  to  no  less  than 
$32.20." 

The  Province  considers  this  condition  alarming.  It  should, 
however,  have  carried  the  inquiry  further.  Under  the  system 
of  exempting  improvements  only  land-owners  contribute  to 
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the  city 's  exchequer,  and  land-owners  are  but  a  fraction  of  the 
population.  As  a  matter  of  fact  there  are  only  23,870  tax- 
payers in  Vancouver  entitled  to  vote  on  money  bylaws  as  land- 
owners, and  of  these  a  great  many  are  repeaters,  so  that  all  the 
taxes  are  contributed,  not  by  114,220  persons,  but  by  less  than 
22,000.  The  per  capita  tax  is,  therefore,  not  $28.88,  or  a  pos- 
sible $32.20,  but  more  than  five  times  that  amount,  or  $144.40, 
say,  if  all  taxes  are  met  at  maturity.  One-fifth  of  the  entire 
population  pays  all  the  net  general  taxes,  amounting  this  year 
to  $3,209,470.  Four-fifths  do  not  contribute  a  dollar,  and  the 
workingman  who  happens  to  be  a  lot  owner,  helps  to  shoulder 
the  burden  of  the  92,000  non-contributors.  His  condition  is 
even  worse,  as  in  the  net  general  taxes  are  not  included  water 
rates,  electric  lighting,  sprinkling  taxes  or  local  improvement 
taxes,  the  charge  for  the  last-named  amounting  to  $501,743  for 
the  present  year.  To  some,  or  perhaps  all  of  these,  he  may 
have  to  contribute  in  addition.  Nor  do  these  facts  exhaust 
the  unfairness  of  the  situation ;  if  he  has  bought  his  lot,  but 
has  not  yet  managed  to  build  his  house,  he  must  contribute 
as  his  part  of  the  net  general  tax  to  the  cost  of  police  protec- 
tion, though  his  lot  cannot  be  stolen  or  destroyed,  and  to  fire 
protection,  though  it  cannot  be  burned  or  even  singed,  while 
the  skyscraper  enjoys  both  without  expending  a  cent.  The 
value  of  those  privileges  which  the  owner  of  the  skyscraper 
enjoys  and  does  not  pay  for,  and  which  the  lot-owner  pays 
for  but  does  not  enjoy,  is  very  considerable.  Last  year  the 
expenditure  of  the  fire  and  light  committee  was  $413,516.74, 
and  of  the  police  committee,  $397,928.59,  the  two  together 
making  $811,445,330.  Fire  towers  and  a  harbor  fire  boat  are 
also  spoken  of  as  probable  purchases,  the  latter  to  cost 
$125,000.  These,  too,  will  no  doubt  be  charged  to  the  lot- 
owner,  who  does  not  require  them,  while  the  improvements 
which  alone  need  their  protection  will  go  scot  free. 

The  same  is  necessarily  the  case  in  all  of  the  other  so-called 
single-tax  cities.  According  to  the  last  Dominion  census 
(1911)  Victoria  has  a  population  of  31,660,  and  the  number 
of  taxpayers  within  the  city  proper  is  estimated  to  be  8,759. 
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Greater  Victoria,  including  parts  of  Esquimalt,  Saanich  and 
Oak  Bay  municipalities,  is  said  to  contain  60,000,  and  the 
proportion  of  taxpayers  in  the  larger  area  is  probably  about 
the  same.  Edmonton's  population  as  of  May  this  year  is 
72,000,  of  which  23,000  are  taxpayers,  and  so  on. 

Driven  from  his  defences,  one  by  one,  the  so-called  single 
taxer  finally  takes  refuge  in  what  he  calls  the  justice  of  taxing 
the  unearned  increment.  To  those  with  socialistic  leanings 
this  argument  appeals  with  great  force.  "This  man  possesses 
something  which  is  not  the  product  of  his  own  manual  toil. 
The  value  of  his  land  has  been  increased,  not  by  him,  but  by 
the  community.  Therefore  it  is  unearned  increment.  There- 
fore take  it  away. ' '  This  is  the  slogan  of  the  socialist,  and  in 
practice  seems  to  be  a  favorite  proceeding  in  cities  where  im- 
provements are  exempted  from  taxation.  How  otherwise  are 
we  to  account  for  the  action  of  so  many  cities  in  increasing 
their  land  assessment  in  1913  and  1914,  when  building  activity 
had  so  seriously  fallen  off,  bank  clearings  had  decreased,  and 
land  sales  are  almost  unknowTi?  Do  these  facts  indicate  a 
rise  in  land  values  ?  Yet  we  find  Vancouver,  with  her  permits 
falling  one-half  in  1913,  and  half  of  that  again  in  1914,  and 
with  a  shrinkage  of  her  population  from  122,100  to  114,220 
in  the  same  time,  rushing  up  her  real  estate  assessment  from 
$138,557,595  in  1912  to  $144,974,525  in  1913  and  $150,456,660 
this  year.  In  the  same  period  (1912-13)  Victoria's  assessment 
has  increased  from  $71,670,770  to  $89,130,150,  Calgary's  from 
$102,260,915  to  $120,801,558,  Edmonton's  from  $123,475,070 
to  $188,539,110,  Lethbridge's  from  $9,978,245  to  $14,389,075, 
Regina's  from  $55,026,608  to  $72,502,630,  and  Prince  Albert 
from  $17,205,447  to  $29,195,723.  Moose  Jaw  was  honest,  and 
reduced  her  assessment  from  $52,987,417  in  1913  to  $41,322,355 
in  1914  because,  as  I  am  officially  informed,  "of  the  conditions 
existing  throughout  the  West  during  the  present  time."  So 
far  as  I  have  discovered,  ]\Ioose  Jaw  is  alone  in  this  display 
of  business  honesty.  That  the  real  estate  in  any  one  of  these 
cities  had  increased  in  value  in  the  meantime  could  not  be  eon- 
tended  for  a  moment.     In  all  cases  great  decreases  have  oc- 
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curred.  A  taxation  system  under  which  assessments  increase 
when  values  have  notoriously  fallen  and  which  can  only  be 
carried  out  by  a  deliberate  process  of  false  reckoning,  has  not 
much  to  recommend  it. 

As  was  to  be  expected,  there  are  already  many  signs  of 
distress  in  consequence.  Taxes  in  arrears  in  Vancouver  have 
mounted  up  from  $265,019.90  in  1911  to  $510,136.12  in  1912, 
and  $728,695.22  in  1913;  in  Victoria,  from  $72,271.64  to 
$127,087.61  in  1913,  and  $261,368.72  this  year;  in  Lethbridge, 
from  $55,774.06  in  1912  to  $114,940.34  in  1913;  in  Medicine 
Hat,  from  $26,246.30  in  1912  to  $76,210.71  in  1913 ;  in  Prince 
Albert,  from  $66,265.29  to  $142,999.21  in  the  same  period;  in 
Saskatoon  from  $92,914.97  to  $212,594.70,  and  in  Edmonton 
from  $208,174.60  in  1911  to  $447,506.16  in  1912  and 
$1,082,745.59  in  1913.  In  many  cases  not  only  has  the  assess- 
ment been  increased,  but  the  tax  rate  has  also  been  advanced 
very  considerably  in  1913  over  1912 ;  Edmonton  from  12  mills 
in  1912  to  16  in  1913,  Victoria  from  17.74  in  1913  to  20  in 
1914,  Vancouver  from  20  to  22.44,  Calgary  from  I21/2  to  183^ 
and  20.75  for  1914,  Moose  Jaw  from  10  4-5  in  1912  to  I71/2  in 
1914,  and  Lethbridge  from  22  to  27  and  32  for  1914.  Not  only 
is  the  increment  taxed,  but  the  decrement  is  treated  as  incre- 
ment and  taxed  at  a  higher  rate  than  the  increment  was.  The 
breaking  point  will  soon  be  reached  in  the  predatory  game. 
In  fact,  in  some  instances  it  has  arrived  already. 

Four  great  principles  of  taxation  were  formulated  by  Adam 
Smith,  approved  by  John  Stuart  Mill,  and  subsequent  political 
economists  of  note,  and  are  regarded  as  axiomatic.  The  first 
is  that  taxation  shall  be  equal:  "1,  The  subjects  of  every 
state  ought  to  contribute  to  the  support  of  the  Government, 
as  nearly  as  possible  in  proportion  to  their  respective  abilities ; 
that  is,  in  propoi;tion  to  the  revenue  which  they  respectively 
enjoy  under  the  protection  of  the  state.  In  the  observation 
of  neglect  of  this  maxim  consists  what  is  called  the  equality 
or  inequality  of  taxation."  A  greater  gulf  than  that  which 
yawns  between  this  famous  principle  and  so-called  single  tax 
pannot  be  imagined. 
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Everyone  receives  some  benefit  from  civic  government,  and 
owes  some  contribution,  small  though  it  may  be.  But  under 
the  so-called  single  tax  only  one  citizen  in  five,  in  the  case  I 
have  cited,  pays  for  the  civic  upkeep,  while  four  in  five  escape 
the  burden  altogether.  Twenty-two  thousand  pay  the  way 
for  114,220,  and  92,000  comfortably  escape  all  responsibility. 
What  could  be  more  outrageously  unfair  ?  But  that  is  not  all. 
In  distributing  the  tax  over  the  few  who  shoulder  the  whole 
burden,  most  unjust  discrimination  is  shown.  The  man  with 
the  vacant  lot  receives  no  revenue  from  its  possession.  He 
may  be  out  of  pocket  for  various  items  that  go  to  the  cost  of 
upkeep.  His  neighbor  with  an  equal  area  and  capital  enough 
to  build  a  sixteen-story  skyscraper  pays  the  same  tax  although 
his  capital  enables  him  to  multiply  his  area  by  sixteen  and  his 
earning  power  accordingly.  If  there  is  unearned  increment 
and  community-made  value  in  the  ground  floor,  there  is  com- 
munity-made value  and  unearned  increment  in  every  story 
of  the  structure.  Can  there  be  any  doubt  about  this?  The 
price  of  the  land  will  be  the  same  to  the  purchaser  who  pro- 
poses to  place  a  one-story  building  on  it  as  to  the  purchaser 
w^ho  intends  to  erect  sixteen  stories.  Every  advantage  of 
position  and  neighborhood,  which  adds  to  the  value  of  the  land, 
adds  independently  to  the  value  of  every  story  of  the 
building.  The  same  bricks  and  mortar  produce  ten 
times  more  revenue  in  one  locality  than  they  can  earn 
in  another.  In  each  case  the  materials  used  and  the 
industry  exerted  is  the  same.  The  difference  is  community- 
made,  is  unearned  increment.  Place  the  same  sixteen  stories 
on  the  peak  of  CTrouse  Mountain  and  they  would  be  worth  less 
than  nothing — worth  their  whole  cost  less  than  nothing.  Is 
not  the  value  of  each  story,  therefore,  community-made,  just 
as  the  value  of  land  is  said  to  be  community-made.  If  so, 
is  it  not  unearned  increment?  If  so,  what  valid  reason  can 
be  advanced  by  the  single  taxer  why  "improvements"  should 
not  be  taxed  ? 

But  if  community-made  values  are  to  be  the  source  of  all 
taxes,  why  should  land  bear  the  whole  brunt  of  civic  taxation  ? 


SINGLE  TAX  IN  WESTERN  CANADA  431 

Mr.  Carnegie  disposed  of  the  Carnegie  Steel  Company  to  the 
the  late  J.  P.  Morgan  for  $500,000,000.  How  much  of  that 
vast  sum  was  the  product  of  Mr.  Carnegie's  industry,  and  how 
much  of  it  was  community-made  value?  How  much  of  the 
fortunes  of  the  Rothschilds,  the  Rockefellers,  the  Astors,  the 
Vanderbilts,  the  Morgans,  the  Harrimans  and  hundreds  of 
others  was  community-made  ?  Even  if  it  were  all  community- 
made,  if  it  were  all  unearned  increment,  only  a  very  small  frac- 
tion proceeded  from  speculation  in  land.  At  this  point  then 
"single  tax"  hopelessly  breaks  do\^Ti.  Wliile  professing  to 
be  levied  on  community-made  values  it  overlooks  all  com- 
munity-made values  save  one;  it  spares  the  millionaires  and 
billionaires,  who  have  made  the  vast  fortunes  of  the  world  in 
steel  shares,  oil  shares,  railway  securities,  bank  stocks  and  the 
hundred  other  forms  of  investment  and  speculation  on  a  huge 
scale,  and  saddles  all  civic  expense  on  the  land-owners,  who 
constitute  a  mere  fraction  of  the  community,  and  whose  profits 
are  infinitesimal  compared  with  those  of  the  bigger  interests. 
A  system  of  taxation  based  on  community-made  values  must 
tax  all  community-made  values.  The  selection  of  a  small 
group  to  carry  the  whole  burden  is  arbitrary  and  unjust ;  it  is 
legalized  robbery. 


NOTES 

Winnipeg— Land  assessed  at  fair  actual  value;  buildings 
at  66  2-3  per  cent.  ;business  at  6  2-3  per  cent.,  based  on  the 
actual  annual  rental  value.  Besides  general  taxes,  local  im- 
provement charges  and  the  business  tax,  which  are  the  three 
main  sources  of  revenue,  there  are,  of  course,  licenses,  fines, 
rentals,  fees,  water  rates,  etc. 

Vancouver — Land  assessed  at  actual  value;  improvements 
exempt.  Tax  rate,  22.44  mills.  There  are  local  improvement 
taxes  for  pavements,  sewers,  cement  walks,  street  sprinkling 
and  ornamental  lighting.  There  are  also  water  rates,  liquor 
license  fees,  scavengering  fees,  incinerator  fees,  electrical  in- 
spection fees,  street  railway  percentages,  cemetery  fees  and 
Provincial  Government  fees. 

Victoria— In  Victoria,  the  political  capital,  land  is  taxed 
but  improvements  are  exempt.  There  are  also  frontage  taxes 
for  sewers,  water  works,  boulevard  maintenance  and  cluster 
light  maintenance.  A  certain  amount  of  revenue  is  derived 
from  liquor  and  trade  licenses,  road  taxes  and  other  sources, 
which,  according  to  the  amount  received,  regulates  the  rate 
levied  on  land.  In  addition  to  all  other  rates  and  taxes,  special 
assessments  are  levied  for  the  repayment  of  local  improvement 
expenditures. 

Calgary— Land  assessed  100  per  cent.,  buildings  25  per  cent., 
personal  property  66  2-3  per  cent ;  incomes  exempt.  Tax  rate, 
20.75  mills.  Taxes,  including  poll  tax  and  interest  for  1913, 
were  $2,296,545.11.  The  total  revenue,  including  general 
taxes,  electric  light  and  power,  water  and  street  railway  re- 
ceipts and  other  sources,  $4,567,165.95.  Expenditures, 
$4,284,874.48. 

[Regina— Land  is  assessed  at  actual  value  and  improvements 
at  30  per  cent.  The  average  city  share  in  local  improvements 
is  in  the  case  of  sidewalks,  25  per  cent. ;  concrete  walks,  asphalt 
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and  bitulithic  pavements,  38  per  cent. ;  while  sewers  and  water 
mains  are  a  uniform  fixed  charge  on  the  property  immediately 
served.  There  are,  of  course,  the  usual  licenses  and  fees  in 
connection  with  the  water  system,  etc. 

Edmonton— Up  to  and  including  1904  improvements  were 
assessed.  Up  to  and  including  1910  income  tax  was  levied. 
Up  to  and  including  1911  business  tax  was  levied.  Years  1912, 
'13  and  '14  give  assessment  of  amalgamated  cities  of  Edmon- 
ton and  Strathcona.    Tax  rate,  16  mills. 

Lethbridge— City  has  power  to  levy  taxes  on  land,  build- 
ings and  personal  property  with  certain  exceptions,  the  assess- 
able property  being  merchants'  stocks,  fixtures  and  plants  of 
factories,  also  income  over  $1,000.  In  1912  thirty-three  per 
cent,  of  the  assessment  of  buildings  was  exempted  from  taxa- 
tion, and  in  1913,  sixty-six  per  cent,  was  exempted,  and  this 
sixty-six  per  cent,  exemption  has  remained  in  force  tO'  present 
time.  The  school  rate,  7.70  mills,  is  included  in  the  tax  rate, 
which  for  1914  is  32  mills. 

Moose  Jaw — Land  is  assessed  at  actual  value ;  improvements 
at  45  per  cent,  of  actual  value.  The  tax  rate  is  11  Yo  mills. 
Business  is  assessed  on  a  floor  space  basis. 

Saskatoon— Saskatoon  imposes  a  tax  of  17  21-10  mills  on 
land,  and  on  25  per  cent,  of  improvements.  Total  tax  levy 
includes  taxes  on  business,  income  and  special  franchises. 

Medicine  Hat — The  reduction  from  general  taxation  to 
exemption  of  improvements  covered  a  period  of  three  years, 
at  the  rate  of  approximately  30  per  cent,  per  annum. 

Prince  Albert— Land  is  assessed  at  its  fair  actual  value 
and  improvements  last  year  at  15  per  cent,  of  their  value. 


TAXATION   IN   THE   WESTERN   PROVINCES   OF 
CANADA 

Aech.  Brown  Clark 

Professor  of  Political  Economy,  University  of  Manitoba,  Winnipeg,  Man. 

In  view  of  the  general  character  of  the  papers  to  be  read 
at  this  morning's  session,  I  have  thought  it  might  be  most 
useful  if  I  prefaced  the  discussion  of  the  so-called  single  tax 
by  a  general  sketch  of  the  revenue  system  of  the  Western 
Provinces  of  Canada.  It  seems  only  right,  in  this  connection, 
to  say  that  no  one  can  deal  with  taxation  in  Canada  without 
being  indebted  to  the  invaluable  monograph  of  Dr.  Vineberg. 

Any  study  of  taxation  in  Western  Canada  must  begin  with 
the  terms  of  the  British  North  America  Act  of  1867,  for  that 
is  the  cornerstone  of  the  structure.  One  of  the  ostensible 
objects  of  Confederation  was  the  establishment  of  a  uniform 
customs  tariff;  and  accordingly  Art.  91  of  the  Act  of  1867 
reserves  for  the  Dominion  Parliament  the  exclusive  right  of 
levying  and  collecting  customs  and  excise  duties.  But  these 
were  just  the  sources  of  revenue  which  had  hitherto  been  the 
mainstay  of  the  fiscal  systems  of  the  colonies,  henceforth  to 
be  known  as  Provinces  of  the  Dominion. 

It  was  necessary,  therefore,  to  provide  in  other  ways  for 
the  financial  requirements  of  the  provincial  governments.  For, 
while  the  Dominion,  under  the  Act  of  Confederation,  relieved 
the  provincial  authorities  of  many  of  the  duties  formerly  in- 
cumbent on  the  governments  of  the  different  colonies,  the 
provincial  governments  were  still  left  responsible  for  the 
performance  of  several  important  functions  which  were  cer- 
tain to  increase  in  cost  with  the  growth  of  the  community  and 
the  progress  of  civilization.  These  included  education,  ad- 
ministration of  justice,  the  provision  of  municipal  institutions 
and  of  roads,  bridges,  etc.,  the  establishment  and  maintenance 
of  asylums,  hospitals,  prisons,  etc.    For  these  and  other  needs 
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of  the  provinces  a  three-fold  provision  was  made  under  other 
sections  of  the  Act  of  1867  (Arts.  92  and  102-119). 

Firstly,  the  Dominion  Government  was  bound  to  relieve 
each  province  of  a  certain  amount  of  its  debt.  When  the 
province  had  no  debt,  or  it  fell  short  of  the  debt  allowance, 
the  Dominion  had  to  pay  to  the  province  interest  at  5  per  cent, 
on  the  amount  of  the  allowance,  or  on  the  difference  between 
the  actual  and  assumed  indebtedness.  Thus  when  the  three 
prairie  provinces  were  created — Manitoba  in  1870  and  Alberta 
and  Saskatchewan  in  1905 — their  debt  allowances  were  en- 
tirely assumed  indebtedness  on  which  interest  was  due  from 
the  Dominion  Government.  The  method  by  which  these  al- 
lowances were  adjusted,  and  the  changes  which  have  taken 
place  from  time  to  time  in  the  amounts,  are  matters  beyond 
the  scope  of  this  paper. 

Secondly,  there  is  a  further  contribution  from  the  Dominion 
Exchequer  to  the  provincial  goverments,  known  as  the  Do- 
minion Subsidy.  This  consists  of  (a)  an  annual  subsidy,  or 
grant,  of  80  cents  per  head  of  the  population  of  the  province ; 

(b)  an  allowance  of  a  specific  sum  annually  towards  the  ex- 
penses of  the  Provincial  Government  and  Legislature;  and 
there  is  in  addition,  in  the  case  of  the  three  prairie  provinces, 

(c)  an  allowance  in  lieu  of  public  lands. 

The  provinces  which  formed  the  Dominion  in  1867,  as  well 
as  British  Columbia  on  its  admission  in  1871,  were  allowed 
to  retain  all  the  crown  lands,  including  mines,  minerals,  or 
royalties,  which  had  been  transferred  by  the  British  Govern- 
ment to  the  several  colonies  long  prior  to  confederation;  and 
from  these  natural  resources  they  derive  a  large  part  of  their 
revenue,  as  for  example  in  the  case  of  British  Columbia.  But 
in  the  case  of  the  three  prairie  provinces,  created  since  con- 
federation out  of  the  territory  acquired  for  value  by  the 
Dominion  from  the  Hudson's  Bay  Company,  the  title  to  the 
public  for  uugranted  lands  has  been  retained  by  the  Govern- 
ment of  Canada  for  the  benefit  of  the  whole  Dominion. 

The  merits  of  this  policy  need  not  be  discussed  here.  It  has 
been  a  standing  subject  of  controversy;  and  so  strong  at  one 
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time  was  the  feeling  on  the  subject  in  Manitoba  that  the 
Dominion  Government  was  constrained  in  1882  to  allow  her 
an  annual  grant  as  an  indemnity  for  the  want  of  her  public 
lands.  This  allowance  has  been  increased  from  time  to  time, 
and  when  the  Provinces  of  Saskatchewan  and  Alberta  were 
established  in  1905  the  same  policy  was  adopted  in  their  case, 
the  only  difference  being  that  the  allowances  granted  to  them 
were  much  more  generous  than  that  enjoyed  by  Manitoba 
previous  to  the  Extension  Act  of  1912. 

These  three  items  then— the  80  cents  per  head  subsidy,  the 
specific  allowance  towards  expenses  of  government  and  legis- 
lature, and  the  allowance  in  lieu  of  public  lands— together 
constitute  the  dominion  subsidy  in  the  case  of  the  prairie 
provinces.  British  Columbia,  having  the  title  to  her  public 
lands,  from  which  she  derives  a  considerable  revenue,  naturally 
receives  from  the  Dominion  Government  no  allowance  in  lieu 
thereof. 

Thirdly,  and  this  brings  us  closer  to  the  immediate  subject 
of  our  discussion— the  British  North  America  Act  (Art.  92) 
secures  to  the  provincial  legislatures  exclusive  authority  in 
certain  branches  of  taxation,  namely, 

(a)  Direct  taxation,  Mdthin  the  province  in  order  to  the 
raising  of  a  revenue  for  provincial  purposes. 

(b)  Shop,  saloon,  tavern,  auctioneer,  and  other  licenses 
in  order  to  the  raising  of  a  revenue  for  provincial,  local,  or 
municipal  purposes. 

The  strong  sentiment  in  Canada,  however,  against  all  forms 
of  direct  taxation  made  the  provincial  legislatures  nervously 
anxious  to  avoid  the  odium  of  imposing  it.  This  has  lent 
force  to  the  claim  made  from  time  to  time  by  the  provinces 
for  increased  subsidies  from  the  Dominion,  while  at  the 
same  time  it  has  furnished  the  provincial  legislatures  with  a 
strong  incentive  to  pass  on  to  the  local  authorities  the  burden 
of  certain  expensive  services,  together  with  the  unpopularity 
associated  with  the  necessary  direct  taxes. 

But  circumstances  proved  too  strong  for  the  provincial 
governments.     The  social  and  industrial  development  of  the 
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community  has  been  accompanied  by  a  rapid  growth  in  the 
number  and  cost  of  the  essential  public  services,  not  all  of 
which  can  be  devolved  on  the  local  authorities.  Thus  the 
provincial  legislatures  have  been  compelled,  however  reluct- 
antly, to  avail  themselves  more  and  more  of  their  right  under 
the  British  North  America  Act  of  imposing  direct  taxation. 

Of  the  direct  taxes  at  present  levied  by  the  provincial 
legislatures  the  chief,  in  the  case  of  the  three  prairie  provinces, 
are  the  taxes  on  corporations  and  railways,  the  succession 
duties,  and  the  liquor  licenses.  British  Columbia  has  also  the 
Chinese  head  tax,  a  real  property  tax,  a  personal  property 
tax,  a  wild  land  tax,  an  income  tax  (including  a  tax  on  cor- 
porations) and  mineral  and  coal  taxes.  The  tax  system  of 
British  Columbia  has,  however,  been  dealt  with  at  a  previous 
conference  in  1908  by  Mr.  IVIcKilligan.  The  personal  property 
tax  in  British  Columbia  is,  I  believe,  marked  out  for  abolition. 

The  income  tax  on  a  progressive  scale  is,  on  the  other  hand, 
an  important  part  of  the  provincial  tax  system  and  is  likely  to 
be  further  developed.  Its  main  defect  as  at  present  admin- 
istered arises  from  the  conflict  of  the  principles  of  residence 
and  situs. 

In  the  prairie  provinces  the  personal  property  tax  and  the 
income  tax  have  been  left  to  the  municipalities;  and  in  this 
respect  it  will  be  noted  the  policy  in  western  Canada  is  already 
what  that  of  the  states  of  the  Union  is  only  becoming— to  leave 
the  personal  property  tax,  or  its  modern  substitute  the  business 
tax,  to  the  local  authorities,  and  to  concentrate  the  provincial 
revenue  system  on  taxes  on  corporations,  inheritances,  and 
licenses. 

The  Dominion  subsidy  forms  much  too  large  a  percentage 
of  the  total  revenue  of  all  the  four  western  provinces  save 
British  Columbia;  and  the  result  is  that,  not  only  is  a  sound 
principle  of  finance  violated  by  the  separation  of  the  collecting 
and  spending  authorities,  with  resulting  temptation  to  extrav- 
agance, but  the  provincial  revenue  systems  are  lacking  in 
elasticity.  The  number  and  expensiveness  of  the  legitimate 
duties  incumbent  on  the  provincial  governments  are  steadily 
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increasing ;  and  the  same  party  exigencies  which  induce  reck- 
less expenditure  (more  especially  on  the  near  approach  of  a 
provincial  election)  prohibit  a  corresponding  increase  in  direct 
taxation.  The  natural  outcome  is  seen  in  periodical  demands  on 
the  part  of  the  provinces  individually  or  collectively,  for  in- 
creased Dominion  subsidies.  The  provincial  governments  may 
differ  in  their  political  complexion,  but  this  is  the  one  basis 
on  which  they  can  all  unite. 

The  corporation  tax  and  railway  tax  legislation  of  the 
prairie  provinces  is  modelled  on  that  of  Ontario.  In  Manitoba, 
prior  to  1900,  railway  and  other  corporations  had  been  subject 
to  the  tax  jurisdiction  of  the  muncipalities ;  but  by  the  acts 
of  that  year  they  became  subject  to  provincial  in  place  of 
municipal  taxation,  save  in  respect  of  their  real  estate.  The 
corporation  taxation  act  applies  to  banks,  insurance  companies, 
loan  and  trust  companies,  street  railway  companies,  telegrapli 
companies,  telephone  companies,  gas,  electric  lighting,  and  ex- 
press companies.  Steam  railway  companies  only  are  taxed 
under  the  railway  taxation  act. 

Legislation  of  a  broadly  similar  character  was  enacted  in 
Saskatchewan  and  Alberta  in  1907,  1908. 

In  the  matter  of  the  taxation  of  railways  the  position  in 
Western  Canada  is  peculiar.  The  property  of  the  Canadian 
Pacific  Railway  Company  is  by  the  terms  of  its  charter,  grante.l 
in  1881,  expressly  exempted  from  all  taxation.  Dominion, 
Provincial,  or  Local,  throughout  the  territory  then  under  the 
tax  jurisdiction  of  the  Dominion  Government.  Thus  the  Acts 
of  1905  establishing  the  Provinces  of  Alberta  and  Saskatch- 
ewan again  expressly  exempt  the  property  and  capital  stock 
of  the  Canadian  Pacific  Railway  Company  from  taxation.  This 
deprives  these  provinces  at  one  stroke  of  what  would  other- 
wise have  been  an  important  and  elastic  branch  of  their  rev- 
enue. The  Saskatchewan  government  did  indeed  attempt, 
under  its  Railway  Taxation  Act  of  1908,  to  make  the  company 
contribute  to  the  provincial  revenue  by  taxing  railways  on 
their  gross  earnings.  The  Canadian  Pacific  Railway  Company 
however  disputes  the  claim.    It  is  clear  that  the  exemption  can. 
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in  any  case,  apply  only  to  the  company's  lines  constructed 
under  the  charter  of  1881,  and  that  it  is  not  applicable  to  the 
other  lines  at  present  operated  by  the  company  within  the 
province. 

Similarly,  within  the  limits  of  the  original  Province  of 
Manitoba,  as  it  existed  prior  to  the  extension  of  1882,  the  com- 
pany is  of  course  liable  to  taxation ;  but  the  exemption  would 
appear  to  apply  to  that  part  of  the  Canadian  Pacific  Raiwaly 
Company's  main  lines  which  runs  through  the  western  part 
of  the  present  Manitoba,  added  in  1882.  This  is  the  reason 
advanced  by  the  Manitoba  Government  for  accepting  from  the 
Canadian  Pacific  Railway  Company  a  lump  sum,  at  present 
amounting  to  $125,000  in  place  of  taxing  the  company,  as  it  is 
entitled  to  do  under  the  Act  of  1900,  at  a  rate  not  exceeding  3 
per  cent,  of  its  gross  earnings. 

The  Canadian  Northern  Railway  Company,  however,  has 
no  legal  claim  to  exemption,  yet  from  it  the  Government  ac- 
cepts $65,000  in  lieu  of  the  legal  percentage  of  its  gross  earn- 
ings. 

But,  nothwithstanding  this  somewhat  too  generous  treat- 
ment extended  to  the  powerful  railway  corporations,  Mani- 
toba's revenue  from  the  railway  tax  has  risen  in  ten  years  from 
$65,000  to  $205,000— an  index,  though  imperfect,  of  the  rapid 
railway  development  in  Western  Canada. 

Succession  Duties.  In  the  matter  of  the  succession  duties, 
in  all  the  Western  Provinces  the  democratic  principle  of  grad- 
uation is  recognized.  In  Alberta  and  Saskatchewan  the  same 
system  is  in  force,  and  that  is  almost  identical  with  the  system 
of  British  Columbia.  In  all  three  provinces  estates  not  ex- 
ceeding $25,000  are  exempt  when  passing  to  direct  heirs,  and 
up  to  $5,000  in  the  case  of  collaterals  or  strangers.  In  Alberta 
and  Saskatchewan,  however,  individual  shares  are  exempt  up 
to  $5,000  in  the  case  of  direct  heirs,  and  up  to  $200  for  others ; 
whereas  in  British  Columbia  there  is  no  such  exemption.  The 
rates  are  graduated  according  to  the  degree  of  relationship, 
being  from  ly^  to  5  per  cent,  according  to  the  amount  passing 
to  direct  heirs,  a  uniform  5  per  cent  to  collaterals,  and  10  per 
cent  to  others. 
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In  Manitoba  there  is  a  graduated  scale  with  rates  varying 
from  1  to  10  per  cent  levied  on  all  estates  over  $4,000.  But  the 
system  here  is  distinctly  less  advanced  than  in  the  provinces 
to  the  west,  for  its  rates  are  not  graduated  according  to  the 
degree  of  relationship.  Relationship  is  taken  into  account  only 
to  this  extent  that  $25,000  is  exempt  to  direct  heirs,  and  $7,000 
to  one  direct  heir.  Manitoba,  it  may  be  predicted,  will  ere 
long,  fall  into  line  with  the  rest  of  Canada  in  recognizing  de- 
grees of  relationship  in  her  scale  of  progression. 

MuNiciPAi.  Taxation 

As  already  mentioned,  the  provincial  legislatures  have  under 
the  British  North  America  Act  exclusive  authority  in  regard 
to  direct  taxation  within  the  provinces  for  provincial,  muni- 
cipal or  local  purposes.  But  we  have  seen  that  there  are,  if  not 
good,  at  least  cogent  reasons  to  account  for  the  extreme  modesty 
and  restraint  shown  by  the  provincial  governments  in  their  use 
of  that  power,  and  for  the  extent  to  which  they  have  delegated 
its  exercise  to  the  local  authorities.  The  sources  of  revenue 
handed  over  to  the  municipalities  include  the  personal  prop- 
erty tax,  or  its  modern  substitute,  the  business  tax,  the  real  es- 
tate tax,  the  income  tax  (save  in  British  Columbia)  the  special 
franchise  tax,  and  licenses  on  numerous  occupations. 

Licenses.  The  licensing  system  is  an  extremely  convenient 
method  of  raising  revenue,  from  the  standpoint  of  the  tax 
collector,  and  is  specially  suitable  for  businesses  of  a  temporary 
character,  since  it  cannot  be  so  readily  evaded  as  a  business 
tax  in  such  cases.  But  it  is  not  in  itself  an  ideal  part  of  the 
tax  system.  The  scale  of  fees  is  purely  arbitrary  as  between 
different  occupations,  and  cannot  be  defended  as  equitable  on 
either  the  benefit  or  the  faculty  basis  of  taxation,  though  it 
may  be  useful  in  lessening  the  inequities  which  may  result 
from  the  operation  of  other  parts  of  the  tax  system,  e.  g.,  the 
business  tax.  I  refer  here  to  what  Professor  Seligman  dis- 
tinguishes as  license  taxes  as  distinct  from  license  fees.  In  the 
case  of  the  license  tax  there  is  no  commensurate  special  benefit 
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to  the  licensee.  In  so  far  as  it  is  a  tax,  it  brings  in  a  net  revenue 
to  goA^ernment  after  allowing  for  the  cost  of  regulation. 

Of  the  tax  revenue  of  the  City  of  Winnipeg  amounting  to 
$3,071,443  for  the  fiscal  year  ending  the  30th  of  April,  1913, 
$131,891  was  derived  from  67  different  licenses  of  which  very 
many  are  clearly  not  fees  but  taxes.  There  is  a  business 
license,  where  no  business  tax  is  paid  amounting  to  6%  of  the 
monthly  rental. 

Taxation  of  Franchises. 

Saskatchewan  has  proved  itself  in  several  respects  the 
pioneer  province  in  the  field  of  municipal  legislation,  and  in 
its  municipal  tax  system  the  taxation  of  "special  franchises" 
is  a  striking  feature.  In  the  City  and  Town  Acts  of  1908  a 
"special  franchise"  is  defined  as  the  authority  to  construct, 
maintain  or  operate  within  the  town  or  city,  on  any  highway, 
public  place,  or  public  water,  any  poles,  wires,  tracks,  pipes, 
conduits,  buildings,  erections,  structures  or  other  things,  for 
bridges,  railways,  tramways,  or  for  the  supply  of  water  or 
heat,  light,  power,  transportation,  telegraphic,  telephonic  or 
other  service.  The  owner  of  a  special  franchise  is  assessed  on 
the  actual  cost  of  plant  and  apparatus,  less  a  reasonable  allow- 
ance for  depreciation. 

In  Manitoba,  as  we  have  seen,  corporations  were  by  the  Act 
of  1900  removed,  except  as  regards  real  estate,  from  the  tax 
jurisdiction  of  the  municipalities.  But  this  act  expressly  ex- 
cepts the  rights  of  the  city  of  Winnipeg  under  its  charter ;  and 
Winnipeg  thus  retains  the  right  under  its  charter  to  tax  gas, 
electric  light,  street  railway,  waterworks,  telephone  and  tele- 
graph companies,  by  assessing  them  in  a  lump  sum.  But  the 
telephone  system  has  been  exempt  from  taxation  since  it  be- 
came the  property  of  the  provincial  government  in  1906.  The 
waterworks  are  owned  and  operated  by  the  city.  Electric  light 
is  partly  supplied  by  the  city  and  partly  by  the  Winnipeg 
Electric  Railway  Company,  which  also  owns  and  operates  the 
gas  and  street  railway  franchises.     From  that  Company  the 
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city  received  in  taxes  in  1912-13  the  sum  of  $111,449.  Its 
revenue  from  other  franchises  in  private  lands  is  altogether 
insignificant. 

The  Income  Tax. 

The  industrial  conditions  of  the  prairie  provinces,  and  the 
migatory  character  of  a  large  proportion  of  the  population  of 
western  cities,  render  difficult  a  direct  taxation  of  income  by 
the  municipalities.  Thus  we  find  that  in  the  municipalities 
of  Manitoba  there  is  no  income  tax.  Where  it  exists,  as  in  the 
cities  and  towns  of  Saskatchewan  and  the  cities  of  Alberta, 
it  is  a  fruitful  source  of  irritation,  and  both  difficult  and  costly 
to  collect.  It  thus  sins  against  the  canons  of  convenience  and 
economy,  and  is  in  consequence  rapidly  disappearing. 

The  Business  Tax. 

In  Manitoba,  as  everywhere  else,  the  personal  property  tax 
was  not  long  in  operation  till  it  became  seriously  inequitable. 
Many  classes  of  personal  property  entirely  escaped  the  tax, 
with  the  result  that  it  fell  all  the  more  heavily  on  those  it  did 
reach — in  particular  the  stock-in-trade  of  the  merchant.  It 
was  this  that  led  the  City  of  Winnipeg  to  abandon  the  per- 
sonal property  tax  in  1893  and  to  substitute  for  it  a  business 
tax.  In  its  original  form  this  tax  was  based,  not  on  the  rental 
value  of  premises  occupied  for  business  or  professional  pur- 
poses, but  on  the  measurement  of  floor  space  occupied.  The 
history  and  working  of  this  tax  were  fully  discussed  by  Mr. 
Theodore  A.  Hunt,  City  Solicitor,  Winnipeg,  at  the  Toronto 
Conference  in  1908.  However  suitable  it  might  be  in  the  case 
of  small  towns,  floor  space  measurement  was  found  to  be  very 
unequal  in  its  incidence  in  a  large  city  like  Winnipeg.  It  has 
no  definite  and  constant  relation  either  to  the  amount  of  capital 
invested  or  the  net  profits  of  the  business.  The  rental  value 
basis  was  recognized  as  the  more  equitable,  and  therefore,  after 
an  unsuccessful  experiment  with  a  uniform  rate  on  rental 
value,  and  a  temporary  reversion  to  the  old  floor  space  meas- 
urement plan,  the  present  system  was  adopted  in  1909.  Under 
it  the  business  tax  is  levied  at  the  rate  of  6%  per  cent,  of  the 
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annual  rental  of  the  premises  occupied,  with  this  qualification, 
that  for  hotels  the  assessment  is  limited  to  the  annual  rental 
value  of  the  ground  floor  of  the  hotel  building.  It  should  be 
observed,  however,  that  the  assessment  commissioner,  in  cal- 
culating the  annual  rental  value  for  the  purpose  of  taxation, 
need  not  necessarily  accept  as  conclusive  the  actual  rent  paid, 
but  may  have  regard  also  to  the  rent  yielded  by  adjoining 
property. 

The  abolition  of  the  personal  property  tax  and  the  substi- 
tution for  it  of  the  business  tax  is,  by  many,  held  to  have  been 
of  some  assistance  in  the  development  of  Winnipeg  as  a  great 
business  and  distributing  center.  On  this  ground,  Winnipeg's 
example  was  followed  by  Brandon  in  1900;  and  the  Manitoba 
Assessment  Act  of  1906  made  optional  the  abolition  of  the  tax 
on  personal  property  and  the  adoption  of  the  business  tax, 
throughout  the  towns  and  villages  of  the  province,  at  a  rate 
not  exceeding  121/2  per  cent  of  the  annual  rental  value  of  the 
premises. 

There  can  be  no  question,  however,  that  annual  rental  is,  as 
between  different  kinds  of  business,  still  a  very  imperfect 
measure  of  the  income  earned.  A  tax  on  this  basis  obviously 
discriminates  against  the  retail  merchants,  for  example,  who 
by  the  nature  of  their  business  are  compelled  to  occupy  highly 
rented  premises  in  the  chief  business  streets.  So  far,  therefore, 
a  flat  rate  on  rental  values  falls  short  of  the  ideal. 

For  this  reason,  while  Winnipeg's  example  in  displacing  the 
personal  property  tax  by  the  business  tax  has  been  widely 
imitated  throughout  the  west  the  basis  adopted  has  been  dif- 
ferent. The  plan  most  generally  followed  in  the  cities  of 
Alberta  and  Saskatchewan  is  that  adopted  by  Edmonton  in 
1904.  Under  it  an  assessment  rate  per  square  foot  of  the  floor 
space  is  fixed  by  the  assessor,  who  classifies  the  businesses  and 
fixes  a  different  rate  for  each,  not  exceeding  ten  dollars  per 
square  foot  for  banks  and  financial  institutions  and  five  dollars 
per  square  foot  for  all  other  businesses.  The  amount  to  be 
raised  bj^  taxation  having  been  determined,  the  rate  of  taxation 
is  made  uniform  for  all  classes  of  property. 
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This  Edmonton  method  is  liable  to  objection  insofar  as  it 
is  based  on  floor  space  measurement.  Also  it  is  clear  that  the 
different  assessment  rates  are  based  on  a  purely  arbitrary- 
classification.  But  so  great  are  the  merits  of  the  system,  as 
compared  with  the  old  personal  property  tax,  that  it  rapidly 
found  favor  in  western  cities,  and  by  the  Saskatchewan  City 
and  Town  Acts  of  1908,  it  has  been  extended  to  all  the  cities, 
towns  and  villages  of  that  province,  where  it  is  officially  re- 
puted to  be  working  satisfactorily. 
The  Real  Estate  Tax. 

The  taxation  of  real  estate  is  throughout  Western  Canada 
far  the  most  important  source  of  municipal  revenue.  In  the 
municipalities  of  Manitoba,  real  property  may  by  law  be  as- 
sessed at  actual  value  or  less  than  actual  value;  and  for  the 
purpose  of  assessment  real  property  includes  lands,  buildings 
and  improvements  thereon.  Actual  value  is  defined  as  "the 
fair  market  value  of  such  property  regardless  of  a  prospective 
increase  or  decrease,  either  probable,  remote,  or  near."  This 
is  obviously  a  lawyer's  rather  than  an  economist's  definition, 
for  ' '  the  fair  market  value ' '  will  inevitably  take  account  of  the 
value  of  the  expectation  of  a  rise  or  fall  of  value.  In  actual 
practice,  however,  the  value  is  taken  to  be  what  the  estate  may 
reasonably  be  expected  to  fetch  on  forced  sale  at  short  notice. 
Lands  are  assessed  separately  from  improvements  including 
buildings.  In  the  city  of  Winnipeg  land  is  assessed  at  actual 
value  at  the  time  of  assessment,  but  buildings  have  since  1909 
been  assessed  at  two-thirds  of  their  value,  and  there  has  re- 
cently been  a  persistent  agitation  in  the  city  amongst  ' '  single 
tax"  advocates  in  favour  of  the  total  exemption  of  improve- 
ments. 

This  policy — the  exemption  of  improvements  from  taxation, 
popularly  but  erroneously  styled  the  single  tax — has  not,  how- 
ever, found  the  support  in  Manitoba  it  has  met  with  in  the 
three  provinces  to  the  west. 

In  Saskatchewan  and  Alberta  the  exemption  of  improve- 
ments from  taxation  was  inherited  in  an  optional  form  from 
a  North-West  Territories  Ordinance ;  and  in  1904  the  City  of 
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Edmonton  led  the  way  in  adopting  the  policy  which  has  since 
been  widely  accepted  throughout  the  west.  It  is  natural  that 
in  rural  municipalities  land  alone  should  be  taxed;  and  form- 
erly in  Saskatchewan  the  practice  was  to  levy  a  flat  rate  per 
acre  irrespective  of  the  value  of  the  land,  but  under  an  Act 
passed  in  session  1912-13,  from  this  year  (1914)  onwards  all 
assessments  will  be  based  on  the  value  of  the  land  irrespective 
of  improvements.  There  is  also  now  a  surtax  of  614  cents 
per  acre,  the  object  of  which  is  to  strike  speculators  holding 
uncultivated  land. 

In  the  cities,  towns  and  villages  of  Saskatchewan,  formerly 
land  was  assessed  at  its  fair  actual  value,  and  buildings  and 
improvements  at  60  per  cent  of  their  value.  But  the  villages 
have  now  the  option  of  basing  their  assessment  solely  upon 
the  land,  exclusive  of  improvements;  while  cities  and  towns 
under  the  Acts  of  1911  have  the  option  of  reducing  the  assess- 
ment of  buildings  and  improvements  at  a  rate  not  exceeding  in 
any  one  year  15  per  cent,  of  their  actual  value.  Regina,  having 
at  once  availed  itself  of  this  option,  will  entirely  exempt  build- 
ings and  improvements  from  taxation  by  1915. 

In  Alberta  as  we  have  seen,  Edmonton  led  the  way  in  1904 ; 
and  here,  as  elsewhere  throughout  the  west,  the  policy  of  con- 
centrating taxation  on  the  unimproved  value  of  land  made 
rapid  headway  during  the  period  of  the  industrial  boom,  with 
its  extraordinary  inflation  of  real  estate  values.  It  was  defi- 
nitely adopted  in  the  Town  Act  and  The  Rural  Municipality 
Act  of  1912,  and  the  villages  had  already  largely  taken  ad- 
vantage of  the  option  allowed  them  under  the  Village  Act  of 
1907. 

Similarly  in  British  Columbia,  the  city  of  Vancouver,  having 
authority  under  its  charter  to  exempt  improvements  from 
taxation,  took  its  first  step  in  1895  by  reducing  the  assessment 
on  improvements  to  50  per  cent  of  the  value.  In  1906  this  was 
reduced  to  25  per  cent,  and  finally  in  1910  the  policy  of  total 
exemption  was  adopted.  The  example  of  Vancouver  has  been 
followed  by  Victoria  and  New  Westminister;  and  some  rural 
municipalities  have  taken  advantage  of  the  authority  granted 
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them  under  the  Municipal  Act  of  1906  to  pass  by-laws  totally 
exempting  improvements  from  taxation. 

But  there  is  nothing  in  all  this  to  give  solid  ground  for  the 
assertion  that  the  democratic  west  is  adopting  the  policy  of 
the  single  tax.  It  is  only  in  the  rural  districts  that  land  is 
the  sole  subject  of  taxation,  and  that  for  the  obvious  reason 
that  there  is  nothing  else  from  which  a  revenue  could  be  con- 
veniently raised,  the  value  of  buildings  in  rural  districts  being 
relatively  insignificant.  In  the  cities  and  tOAvns  of  the  prairie 
provinces  there  are  other  sources  of  municipal  revenue,  such 
as  the  personal  property  tax  or  the  business  tax.  Nor  in 
British  Columbia  are  they  any  nearer  the  single  tax.  In  the 
cities,  as  throughout  the  province,  taxes  such  as  the  Income 
Tax  and  the  Personal  Property  Tax  are  levied  by  the  Provin- 
cial Government. 

The  truth  seems  to  be  that  in  Canada,  as  in  Australia,  the 
motive  power  behind  the  movement  towards  concentrating 
taxation  on  unimproved  land  values  is  the  belief  that  it  will 
avail  to  check  the  speculative  holding  up  of  land  by  absentee 
owners.  The  rapid  advance  in  land  values  too  during  the 
years  of  the  boom  has  made  the  policy  of  concentration  more 
feasible  than  it  would  otherwise  have  been.  But,  now  that 
the  boom  is  over  and  the  shrinkage  in  land  values  has  begun, 
the  need  of  a  wider  basis  for  the  revenue  system  of  the  cities 
and  towns  is  becoming  apparent.  It  is  now  common  knowledge 
that  Vancouver  itself — the  holy  city  of  the  single  tax  devotee — 
is  likely  to  be  compelled  in  adversity  to  re-impose  partially  at 
least  a  tax  on  improvements. 

The  extravagant  claims  on  behalf  of  the  single  tax  as  a  pri- 
mary cause  of  the  recent  prosperity  of  Vancouver,  and  other 
cities  that  had  adopted  the  policy  of  exempting  improvements, 
have  been  often  disproved,  and  never  more  effectively  than  in 
a  recent  article  by  Professor  Bullock. 

These  claims  are  based  on  fallacies  in  reasoning  which,  how- 
ever obvious,  are  yet  hard  to  kill.  The  same  specious  arguments 
advanced  by  the  single  taxer  in  Western  Canada  within  the 
last  two  years  did  duty  in  New  Zealand  ten  years  ago.    Post 
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hoc  ergo  propter  hoc  is  ever  a  pitfall  for  the  unwary.  The 
single  tax  advocate  insists  on  ignoring  the  complexity  of  the 
causes  on  which  the  growth  of  cities  depends.  Long  continued 
devotion  to  one  idea  narrows  the  vision,  and  thus  phenomena 
which  are  the  net  results  of  many  different  causes  are  without 
hesitation  ascribed  to  the  one  favorite  cause. 
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Chairman  Galloway:  We  are  fortunate  in  having  with  us 
Dr.  Robert  Murray  Haig  of  the  Department  of  Economies  of 
Columbia  University  and  Travelling  Expert  for  the  Mayor's 
Committee  on  Taxation,  New  York  City,  who  has  recently  made 
an  investigation  of  taxation  in  the  western  provinces  of  Canada 
and  who  will  address  the  conference  at  this  time. 

Dr.  Robert  Murray  Haig  of  New  York:  Mr.  Chairman, 
Ladies  and  Gentlemen,  I  should  like  to  give  what  I  have  to 
say  with  an  apology.  I  was  asked  to  speak  to  you  this  morning 
on  a  half  hour's  notice  and  hope  that  you  will  bear  with  me 
if  my  remarks  are  somewhat  confused. 

The  experiments  in  "Western  Canada  seem  to  me  to  be  both 
interesting  and  significant.  But  the  thing  that  is  borne  in 
upon  me  most  strongly  is  that  the  data  have  been  grievously 
misused.  Both  sides,  so  to  speak,  have  been  using  dum-dum 
bullets.  Just  criticism  may  be  brought  against  even  the  two 
very  able  addresses  which  have  been  read  this  morning.  Thus 
the  statement  of  IMr.  Dixon  that  it  took  two  and  one-half 
minutes  for  the  Vancouver  council  to  decide  this  year  to  con- 
tinue its  policy  of  untaxing  buildings  is  open  to  grave  question. 
This  particular  statement  is  true,  but  the  impression  conveyed 
is  quite  misleading.  The  short  time  required  in  passing  the 
formal  resolution  was  not  due  to  unanimity  of  sentiment 
among  the  aldermen  of  Vancouver  as  to  the  merits  of  the 
system.  The  question  was  not  settled  in  the  two  and  one-half 
minutes;  it  had  been  fought  out  beforehand  and  the  issue 
decided  before  the  formal  resolution  was  considered  by  the 
council. 

Moreover,  far  from  there  being  universal  satisfaction  with 
the  system,  quite  the  opposite  is  the  true  state  of  affairs.  With- 
in the  past  month  I  have  had  the  privilege  of  interviewing 
privately  all  of  the  aldermen  in  Vancouver,  the  same  men  who 
passed  the  two  and  one-half  minute  resolution  last  spring. 
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More  than  half  of  them  are  dissatisfied  with  the  system  and 
are  in  favor  of  some  modification  in  the  direction  of  taxation  of 
improvements.  So  far  as  I  have  been  able  to  discover,  the  con- 
tinuance of  the  single  tax  this  year  is  due  chiefly  to  the  ina- 
bility of  the  dissatisfied  aldermen  to  agree  upon  the  exact 
nature  of  the  change  to  be  made  and  to  their  uncertainty  of 
the  political  effect  of  any  change.  These  are  little  things  but 
a  great  deal  has  been  made  of  them  in  the  arguments  on  both 
sides.  I  shall  not  attempt  to  criticize  in  detail  the  data  pre- 
sented by  Mr  Dixon  but  I  should  like  to  say  in  passing  that 
they  are  neither  entirely  accurate  nor  strictly  up  to  date. 

All  who  have  heard  the  papers  this  morning  will  agree  that 
in  Mr.  "Wade  the  single  taxers  have  an  opponent  worthy  of 
their  steel.  The  members  of  the  association  should  be  very 
grateful  for  valuable  and  reliable  data  collected  and  submitted 
by  him  and  for  his  interpretation  of  those  data.  But  attention 
should  be  called  to  at  least  two  points.  In  the  first  place,  Mr. 
Wade  throws  himself  open  to  criticism  when  he  attaches  sig- 
nificance to  the  fact,  demonstrated  by  his  comparative  state- 
ment of  bank  clearings,  that  the  older,  non-single  tax  cities  in 
the  East  have  borne  up  more  strongly  under  conditions  of 
economic  depression  than  the  new  single  tax  cities  of  the  West. 
It  might  be  contended  successfully  that  the  strength  shown 
in  the  East  is  almost  wholly  accounted  for  by  the  business 
conservatism  of  the  older  region  as  compared  with  the  specu- 
lative character  of  business  enterprises  in  the  West. 

In  the  next  place,  I  am  not  convinced  that  Mr.  Wade  has 
been  entirely  successful  in  demonstrating  that  the  weight  of 
the  tax  burden  falls  upon  the  workingman.  The  method  he 
uses,  that  of  comparing  the  proportion  of  building  value  to 
land  value  is  perfectly  valid,  but  the  buildings  which  he  cites 
as  examples  are  scarcely  typical  of  the  whole  business  section 
of  Vancouver.  I  have  been  told  by  several  real-estate  men  that, 
taking  the  business  section  as  a  whole,  the  value  of  the  build- 
ings does  not  exceed  the  value  of  the  land.  Again,  neither  Mr. 
Wade  nor  the  labor  leader  whom  he  quotes  seems  to  have  con- 
sidered in  his  comparisons  the  large  amount  of  unimproved 
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land  in  the  city.  Up  to  the  present  time  the  added  contribution 
from  this  source  under  the  single  tax  has  probably  been  large 
enough  to  offset  the  disadvantage  of  the  small  householder  as 
compared  with  the  owner  of  a  skyscraper  under  the  same 
system.  It  would  be  very  difficult  to  demonstrate  that  in  the 
past  the  small  householder  has  been  discriminated  against.  If 
present  tendencies  continue — if  the  amount  of  vacant  property 
steadily  decreases  and  the  number  of  buildings,  whose  value 
exceeds  the  value  of  the  land,  continues  to  increase — the  time 
will  doubtless  come  when  the  plan  will  have  the  effect  described 
in  Mr.  Wade's  paper. 

Those  opponents  of  the  single  tax  who  have  been  accustomed 
to  quieting  their  fears  by  convincing  themselves  that  the 
Canadian  experiments  are  not  really  single  tax  experiments 
at  all  should  disabuse  their  minds  of  any  such  idea.  It  is  true 
that  the  Dominion  duty  on  imports  remains.  Moreover,  in 
Vancouver  an  income-personal-property  tax  is  levied  by  the 
provincial  government  in  addition  to  the  municipal  tax  on 
land;  but  no  such  tax  is  levied  in  Alberta.  In  this  province 
there  are  many  municipalities  which  have  an  almost  simon- 
pure  brand  of  single  tax.  In  Edmonton,  for  example,  not  only 
has  the  tax  on  buildings  been  removed  but  the  various  supple- 
mentary sources  of  revenue,  such  as  the  business  and  the  in- 
come taxes,  have  been  pruned  away  until  practically  nothing 
remains  except  the  land  tax  and  some  fees  charged  for  licenses 
issued  for  regulative  purposes.  The  movement  has  spread 
through  the  prairie  provinces  until  the  exemption  of  improve- 
ments from  taxation  has  been  coupled  with  municipal  owner- 
ship of  public  utilities  as  the  two  fundamental  doctrines  in 
the  creed  of  the  Canadian  West. 

To  discover  the  reasons  for  the  popularity  of  the  single  tax 
in  this  region  is  not  a  difficult  task.  It  can  be  said  at  the 
beginning  that  the  system  has  spread  not  because  the  people 
in  general  are  convinced  disciples  of  Henry  George.  The 
number  of  persons  who  are  thorough-going  single  taxers  is  very 
small,  and  even  those  who  call  themselves  such  sometimes  have 
Aery  vague  ideas  as  to  what  the  system  involves.    In  one  city 
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where  the  tax  on  improvements  had  been  reduced  to  a  small 
fraction,  I  discovered  the  man  who  announced  himself  a  single 
taxer,  the  father  of  the  movement  in  that  city  and  the  person 
who  was  responsible  for  the  reduction  of  the  assessment  of 
buildings.  'When  I  asked  if  he  favored  the  total  exemption 
of  buildings  from  taxation,  I  was  surprised  to  hear  that  he 
did  not.  But  I  was  much  more  surprised  and  indeed  quite 
bewildered  when  he  proceeded  to  announce  that  his  reason 
for  opposing  complete  exemption  was  a  fear  that  the  system 
would  "make  it  hard  for  the  owner  of  vacant  land."  Another 
case  of  mixed  philosophy  was  revealed  when,  in  the  course  of 
a  conversation,  the  mayor  of  a  single  tax  city  who  has  been 
hailed  as  one  of  the  leaders  in  the  movement  in  Canada  in- 
quired in  the  most  naive  manner  ''what  people  meant  when 
they  spoke  of  the  rental  value  of  land."  Moreover,  he  was 
quite  astonished  when  he  heard,  evidently  for  the  first  time, 
that  the  plan  of  Henry  George  contemplated  any  tax  heavy 
enough  to  affect  the  selling  value  of  land. 

I  believe  that  the  chief  reason  why  so  many  of  the  Canadian 
cities  have  adopted  the  single  tax  is  to  be  found  in  the  presence 
in  all  these  cities  of  a  very  large  proportion  of  vacant  land 
held  for  speculative  purposes  by  non-residents.  The  system 
was  popular  at  the  beginning  because  it  offered  a  method  of 
transferring  the  weight  of  the  tax  burden  to  the  other  fellow. 
There  are  other  reasons  of  importance,  however,  which  help 
to  explain  the  growth  of  the  movement.  Among  these  are  an 
eagerness  to  encourage  building,  a  desire  for  free  advertising, 
the  single  tax  propaganda,  the  willingness  of  the  westerner 
"to  try  anything  once,"  and,  so  far  as  most  of  the  prairie 
towns  are  concerned,  an  anxiety  lest  Vancouver  or  Edmonton 
get  ahead  of  them  in  something. 

When  ethical  and  economic  values  are  both  involved,  judg- 
ments as  to  the  success  or  failure  of  a  system  differ  widely 
v.ith  individuals.  To  a  person  with  a  lively  appreciation  of 
the  importance  of  the  ethical  problem  involved,  a  plan  which 
"rights  the  wrong"  will  seem  desirable  even  at  the  cost  of 
considerable  economic  disturbance.    There  have  been  disturb- 
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ances  in  Canada.  The  impression  which  has  been  created  by- 
some  of  the  single  tax  literature  that  the  shifting  of  the  tax 
to  land  has  been  accomplished  without  stress  and  friction  is 
a  mistaken  one.  Several  factors  have  combined  to  make  the 
transition  easy  in  several  places  and  to  make  the  economic 
effects  less  apparent  than  they  otherwise  would  have  been. 
Many  of  the  plans  have  introduced  the  system  at  the  begin- 
ning of  things  and  the  rules  of  the  game  were  understood  from 
the  first.  As  a  result,  the  economic  effects  have  been  discounted 
in  advance.  Another  fact<3r  is  the  rapid  growth  and  develop- 
ment of  the  cities  and  the  surrounding  country  and  the  con- 
sequent growth  in  land  values.  Large  fortunes  were  being 
quickly  made;  large  returns  were  being  received  from  the 
investment  of  capital.  A  number  of  real  estate  men  have  told 
me  that,  until  recently,  taxes  have  not  entered  into  their  cal- 
culations. As  one  man  in  Saskatoon  expressed  it,  unless  he 
could  foresee  a  fifteen  per  cent  return  upon  his  money  in- 
vested in  a  building,  he  would  use  his  capital  in  some  other 
direction.  A  reduction  of  a  few  mills  in  the  tax  on  buildings 
would,  of  course,  have  little  effect  under  conditions  of  this  sort. 
Thus  the  man  who  believes  that  the  experiments  have  and  must 
prove  disastrous  in  all  cases  is  in  error.  I  have  not  yet  had 
an  opportunity  to  analyze  and  compare  the  statistical  data 
which  I  have  gathered  but  my  general  impression  is  that,  in 
all  probability,  the  prosperity  of  most  of  the  larger  cities  of 
"Western  Canada  which  have  tried  this  experiment  has  been 
neither  retarded  nor  promoted  to  any  considerable  extent  by 
the  tax  system  they  have  chosen  to  adopt. 

Some  of  the  smaller  towns  which  have  not  had  the  advan- 
tages of  rapid  growth  and  an  early  start  with  the  system  have 
had  very  unhappy  experiences.  The  toAATis  of  Alberta  which 
were  throA^Ti  over  to  the  land  tax  basis  almost  \\athout  warning, 
in  1912,  furnish  some  very  interesting  material  to  the  student 
of  economics.  It  is  interesting  to  the  economist  because  it 
shows  that  the  general  economic  laws  are  working  in  Canada 
and  must  be  taken  into  account  in  any  consideration  of  the 
extension  of  the  system.    In  some  of  these  places  the  amount 
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of  site  value  in  existence  was  very  small  and  the  necessity  of 
restricting  themselves  to  it  as  their  sole  source  of  revenue 
caused  considerable  distress.  Extremely  high  tax  rates,  great 
over-assessment  of  property  and  radical  curtailment  of  ex- 
penditures were  necessary  in  a  number  of  cases.  There  were 
marked  effects  upon  land  values.  As  is  pointed  out  in  Mr. 
Dixon's  paper,  the  significance  of  the  experiences  of  these 
towns  should  not  be  over-estimated.  The  aggregate  amount 
of  the  distress  is  not  great.  But  the  significance  should  not 
be  overlooked  on  that  account.  Their  experiences  offer  a  clue 
as  to  what  economic  effects  may  be  expected  where  similar 
economic  conditions  prevail.  The  scale  on  which  an  experi- 
ment is  carried  on  does  not  necessarily  affect  the  significance 
of  the  result. 

What  most  of  us  are  interested  in  is  the  possible  application 
of  the  plan  to  American  cities.  The  desirability  of  adopting 
it  seems  to  me  to  depend  upon  a  number  of  factors  in  each 
local  economic  situation.  The  problem  is  tremenduously  com- 
plicated and  an  answer  to  the  query  w^hether  the  plan  is  a 
good  one  can  be  given  only  when  a  particular  city  is  specified 
in  the  question.  For  instance,  much  depends  upon  whether  it 
is  a  city  of  tenants  or  of  home  owners,  for  the  stimulus  to 
building  will  be  much  weaker  in  a  city  of  tenants.  The  pro- 
portion of  the  value  of  improvements  to  the  value  of  land  and 
the  amount  of  available  land  withheld  from  improvement  are 
important  factors.  It  is  a  question  which  should  not  be  settled 
by  rule  of  thumb  or  through  the  influence  of  violent  partisans 
or  opponents  of  the  single  tax  theory.  The  plan  should  be 
adopted  or  rejected  in  a  particular  city  only  after  careful 
analysis  of  that  city's  fundamental  economics.     (Applause.) 

Chairman  Galloway :  The  single  tax  in  Pueblo  and  progress 
of  single  tax  movement  in  Colorado,  was  to  have  been  pre- 
sented by  Mr.  G.  J.  Knapp  of  Colorado  Springs,  but  he  is  not 
present  and  Professor  "Warren  M.  Persons  of  Colorado  College 
is  prepared  to  discuss  this  subject  in  part. 

Mr.  Warren  M.  Persons  of  Colorado  Springs,  Colorado: 
Mr.  President,  I  was  asked  to  discuss  Mr.  Knapp 's  paper, 
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which  was  entitled  the  Single  Tax  in  Pueblo  and  Progress  of 
Single  Tax  ^Movement  in  Colorado.  I  have  not  seen  the  paper 
and  hence  am  not  able  to  discuss  it,  but  I  can  tell  you  some- 
thing of  the  situation  in  Pueblo.  The  single  tax  was  adopted 
in  Pueblo  as  an  amendment  to  the  city  charter,  wliich  in  turn 
had  been  adopted  in  accordance  with  the  provisions  of  Article 
XX  of  the  State  Constitution,  Under  that  article  a  number 
of  the  cities  of  this  state,  Colorado  Springs,  Denver,  Pueblo, 
Grand  Junction,  have  adopted  the  commission  form  of  govern- 
ment. Section  6  of  Article  XX  of  the  Constitution  contains 
paragraphs  which  read  as  follows : 

Such  charter  and  the  ordinances  made  pursuant  thereto  in 
such  (local  and  municipal)  matters  shall  supersede  within  the 
territorial  limits  and  other  jurisdiction  of  said  city  or  town 
any  law  of  the  state  in  conflict  therewith. 

The  citizens  shall  have  power  to  legislate  upon,  provide, 
regulate,  conduct  and  control : 

The  assessment  of  property  in  such  city  or  town  for  muni- 
cipal taxation  and  the  levy  and  collection  of  taxes  thereon  for 
municipal  purposes  and  special  assessments  for  local  improve- 
ments; such  assessments,  levy  and  collection  of  taxes  and 
special  assessments  to  be  made  by  municipal  officials  or  by  the 
county  or  state  officials  as  may  be  provided  by  the  charter. 

It  is  under  this  provision  that  the  single  tax  amendment, 
so-called,  in  Pueblo  was  adopted.  I  have  one  of  the  circulars 
that  was  distributed  last  fall  by  the  Pueblo  Single  Tax  Club 
when  the  agitation  for  the  single  tax  amendment  was  going 
on.  This  amendment  to  the  charter  in  Pueblo  was  adopted 
November  5,  1913.  And  this  circular  contains  what  I  consider 
to  be  a  specimen  of  the  dum-dum  bullet  to  which  reference  was 
made  by  the  preceding  speaker.  I  will  submit  that  dum-dum 
bullet  to  you. 

"Consider  these  facts:  The  city  of  Vancouver  increased 
her  population  from  55,000  to  150,000  in  five  years  after  she 
adopted  the  Single  Tax  plan  of  land  value  taxation  that  we 
advocate  for  Pueblo.  The  city  of  Edmonton  doubled  her  pop- 
ulation in  one  year  under  the  spur  of  the  Single  Tax.    Leth- 
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bridge,  Canada,  has  grown  from  a  city  of  2,300  in  1907  to  a 
city  of  15,000  souls  in  1912  under  single  tax.  Victoria  is 
growing  by  leaps  and  bounds  under  single  tax,  while  Seattle, 
Washington,  which  is  located  right  across  Puget  Sound  from 
Victoria  and  Vancouver,  is  losing  her  population.  Calgary, 
Lloydminster,  and  other  Canadian  cities  that  have  adopted 
the  single  tax  are  all  gaining,  while  the  cities  of  the  American 
northwest  are  coming  to  realize  that  they  must  fall  in  line,  or 
be  wiped  off  the  map     .     .     .     . " 

The  single  tax  amendment  to  the  Pueblo  city  charter  is  very 
short.  Because  of  the  shortness  and  because  it  was  evidently 
gotten  up  in  a  great  deal  of  haste  there  appeared  to  be  a  large 
number  of  legal  objections.  Perhaps  it  will  be  well  for  me 
to  read  the  amendment  to  give  you  an  idea  of  what  they  are 
trying  tO'  do  in  Pueblo.  The  amendment  provides  that  the  city 
council  shall  have  power  to  levy  taxes  for  municipal  purposes 
"in  the  manner  following  and  not  otherwise:" 

(a)  On  and  after  January  1,  1914,  a  tax  of  not  less  than 
one  quarter  of  one  mill,  and  not  more  than  one  mill,  shall  be 
levied  upon  all  taxable  property  within  the  limits  of  the  city, 
and  upon  all  of  the  taxable  personal  property  within  the  sev- 
eral parts,  water  districts  and  park  districts  thereof. 

(b)  Keal  estate  improvements  and  all  improvements  in  or 
upon  land  shall,  on  and  after  January  1,  1914,  be  exempt  from 
all  taxation  for  municipal  purposes  to  the  extent  of  fifty  per 
cent  or  one  half  of  its  present  assessed  value;  and  all  such 
property  shall,  on  and  after  January  1,  1915,  be  exempt  from 
all  taxation  for  municipal  purposes  to  the  extent  of  ninety- 
nine  per  cent,  of  its  value. 

(c)  Land,  exclusive  of  all  improvements  in  or  upon  it,  and 
the  franchises  of  all  public  service  corporations,  and  all  other 
rights  of  way  and  franchises  in  the  public  streets  and  alleys 
shall  never  be  exempt  from  taxation  for  municipal  purposes 

Finally,  saloon  licenses  and  present  exemptions  are  not  af- 
fected and  anything  in  the  Pueblo  city  charter  inconsistent  with 
tl'.e  amendment  is  repealed.    The  first  levy  under  this  "single 
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tax  amendment ' '  will  be  made  this  fall  and  will  not  be  due  until 
January  1  next.  Of  the  total  levy  of  32  mills,  some  17.5  mills 
will  be  for  municipal  and  park  purposes.  This  means  that  the 
net  increase  in  the  tax  on  unimproved  lots  is  about  $6.00  per 
$1,000.  It  is  too  early  to  quote  the  experience  of  Pueblo  with 
the  single  tax  because,  she  has  had  no  experience  and  no  single 
tax.  However,  it  takes  no  prophet  to  foresee  the  failure  of 
the  predictions  of  those  responsible  for  the  adoption  of  the 
single  tax  amendment  when  they  urged  the  voters  of  Pueblo 
to  "VOTE  FOR  THE  SINGLE  TAX  AMENDMENT  TO 
THE  CITY  CHARTER,  AND  THUS  GRASP  THE  OPPOR- 
TUNITY OF  PUEBLO'S  EXISTENCE  TO  MAKE  HER  A 
COSMOPOLITAN  METROPOLIS."  The  adoption  of  this 
amendment  will  be  a  standing  invitation  to  the  people  of  all 
parts  of  the  country  to  move  to  Pueblo  instead  of  to  Canada, 
and  to  bring  their  capital  with  them  for  investment  here. ' ' 

There  are,  as  I  have  said,  several  legal  objections.  It  is 
probable  that  the  collection  of  taxes  under  the  amendment  will 
be  resisted.  I  have  a  letter  from  an  attorney  who  has  been 
retained  by  parties  who  will  refuse  to  pay  taxes  under  this 
single  tax  amendment.  I  am  not  at  liberty  to  give  his  name, 
but  I  am  at  liberty  to  state  some  of  the  objections  which  he 
means  to  bring  up  against  the  amendment  when  the  legal  action 
is  started.  In  the  first  place,  he  means  to  make  the  point  that 
the  assessment  is  arbitrary  and  that  there  is  no  remedy  by 
review  or  appeal  provided  for;  that  the  tax  laws  of  the  state 
of  Colorado  are  state  laws  pertaining  to  the  entire  state ;  that 
the  assessor  is  an  officer  elected  in  the  county  and  is  under 
the  jurisdiction  of  the  state  tax  commission  and  therefore  he 
does  not  have  to  make  his  assessments  according  to  the  city 
charter  if  he  does  not  wish  to  do  so ;  that  is,  he  is  not  under 
the  jurisdiction  of  the  city  charter  in  any  way  whatever ;  that 
it  provides  neither  method  nor  basis  for  the  taxation  of  fran- 
chises, which  are  not  to  be  exempt.  There  are  numerous  other 
objections  which  are  technical  and  which  pertain  to  the  par- 
ticular laws  we  have  in  Colorado  which  it  wiU  not  be  necessary 
to  read. 
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Mr.  William  E-yan  of  New  York :  Does  he  raise  constitu- 
tional objection  ? 

Mr.  Persons:  Yes  lie  does— concerning  the  Fourteenth 
amendment,  the  taking  of  property  without  due  process  of 
law  because  there  is  no  provision  for  equalization. 

Pueblo  does  not  offer  anything  of  value  on  the  single  tax 
question.  I  have  a  letter  from  one  of  the  commissioners  of  the 
city  of  Pueblo  who  says  that  he  believes  that  three-quarters 
of  the  people  in  the  city  do  not  know  that  the  amendment  has 
been  passed  and  that  there  was  very  little  interest  taken  in  the 
question  when  the  amendment  was  adopted.  It  seems  to  me 
that  the  discussion  of  the  single  tax  question  illustrates  the 
statement  made  by  Herbert  Spencer,  that  most  of  the  legisla- 
tion that  has  been  passed  has  been  passed  on  the  basis  of  argu- 
ments which  liave  not  been  realized  when  the  legislation  has 
gone  into  effect.  In  fact,  in  a  large  number  of  cases  which  he 
cites,  the  effects  of  legislation  have  been  diametrically  opposite 
to  those  which  w^ere  predicted,  and  it  seems  to  me  that  that  mil 
be  true  in  the  case  of  the  single  tax.  I  would  like  to  call  your 
attention  to  an  article  that  appeared  in  the  last  number  of  the 
Quarterly  Journal  of  Economics  by  Mr.  B.  M.  Anderson  of  Har- 
vard who  takes  up  the  point  as  to  whether  the  single  tax  will 
bring  about  improvements,  and  in  a  word  his  position  is  that  it 
will  have  little  effect  one  way  or  the  other,  and  his  reason  is  this, 
that  there  will  be  no  change  in  the  basis  of  taxation  whether 
a  man  builds  or  not.  The  question  as  to  whether  he  should 
build  is  a  financial  one,  and  he  will  build  if  he  can  bring  the 
earning  power  of  the  land  into  operation,  and  with  that  earn- 
ing power  the  earning  power  of  the  building.  If  that  combina- 
tion is  such  as  to  give  him  a  return  large  enough  to  induce  him 
to  make  his  investment  there,  rather  than  elsewhere,  he  will 
make  the  investment  there,  and  the  proposition  will  be  the  same 
under  the  single  tax  as  it  is  at  present  as  the  tax  will  be  a  con- 
stant factor  whether  the  land  is  built  upon  or  not.  The  economic 
needs  of  the  community  is  the  thing  which  will  determine 
whether  he  will  build  or  not. 

Chairman  Galloway :  The  subject  is  now  open  for  genera] 
discussion. 
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Mr.  A.  C.  Pleydell :  There  is  not  time,  nor  is  this  the 
occasion,  to  take  up  the  economic  questions  raised  in  Mr. 
Wade 's  paper,  because  they  relate  chietiy  to  the  thoroughgoing 
single  tax  to  which  I  alluded  in  my  opening  remarks.  It 
should  be  said,  however,  that  Congressman  Henry  George, 
Junior,  who  visited  Vancouver,  subsequently  and  repeatedly 
warned  the  single  taxers  that  they  should  not  over-emphasize 
the  results  which  were  accruing  in  Vancouver  from  the  par- 
tial application  of  the  single  tax,  as  it  would  not  bring  about 
anything  like  the  results  claimed  for  the  theory  of  his  father, 
in  which  he  so  firmly  believes.  And  one  of  the  chief  reasons 
he  gave  for  this,  is  that  the  tax  rate  is  not  sufficiently  high  to 
discourage  speculation  in  vacant  land. 

I  do  wish,  however,  to  take  up  this  question  of  buildings, 
about  which  so  much  has  been  made  in  the  papers  read,  and 
to  say  that  the  mere  falling  off  from  the  tremendous  increase 
of  construction  does  not  prove  that  the  arguments  made  in 
favor  of  the  exemption  of  improvements  were  fallacious.  It 
is  somewhat  the  situation  of  a  man  who  makes  such  a  small 
salary  that  he  never  has  more  than  one  suit  of  clothes  at  a 
time ;  then  he  gets  a  raise  in  salary  and  he  gradually  accum- 
ulates two  or  three  suits  and  changes  about  occasionally.  After 
he  once  gets  a  supply  he  does  not  accumulate  new  suits  so 
rapidly,  but  he  has  a  much  better  stock  on  hand,  and  that  is 
precisely  the  situation  in  Vancouver.  When  the  first  partial 
exemption  was  begun  in  1895  the  per  capita  value  of  buildings 
was  $254,  at  the  end  of  the  fifty  per  cent,  assessment  period 
(1905)  the  per  capita  had  risen  to  $310,  at  the  end  of  the 
twenty-five  per  cent,  assessment  period  (1909)  it  had  risen  to 
$370,  and  then  came  this  boom,  and  in  a  few  years,  with  the 
exemption  of  buildings  they  had  reached  by  1913  a  per  capita 
value  of  buildings  of  $500  for  this  city  of  114,000  population. 
Now  I  think  that  is  about  enough  buildings  to  go  around  for  a 
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little  time,  for  this  reason,  that  in  the  city  of  New  York  with 
five  millions  of  people  and  all  of  its  enormous  industry  the 
per  capita  valuation  is  only  $530.  In  Brooklyn  with  eighteen 
hundred  thousand  people,  with  a  great  deal  of  separate  com- 
mercial interest,  factories,  department  stores,  etc.,  the  per 
capita  value  now  is  only  $429.  It  is  not  to  be  expected  that 
after  having  once  gotten  the  supply  of  buildings  in  Vancouver 
up  to  something  like  the  quantity  that  reasonable  human  be- 
ings ought  to  occupy,  they  are  going  to  continue  indefinitely 
to  multiply  buildings  and  create  an  excess.  I  think  that 
answers  the  question  in  regard  to  buildings. 

One  more  point  I  want  to  emphasize,  the  point  made  by  Mr. 
Dixon,  that  the  exemption  was  again  voted  this  year.  It  is 
not  generally  understood  that  buildings  are  assessed  every 
year  in  Vancouver,  and  when  the  council  makes  up  the  tax 
budget  annually  they  decide  whether  buildings  shall  be  taxed 
at  60  per  cent  of  the  assessed  value,  which  is  the  maximum 
allowed  by  law,  or  at  a  lower  percentage,  or  be  exempt.  In 
1910  the  council  voted  for  entire  exemption,  and  from  year  to 
year  they  repeated  the  exemption  on  this  formal  occasion.  I 
do  not  care  whether  all  of  the  aldermen  are  against  that  ex- 
emption or  not.  It  is  mighty  significant  that  if  they  are 
against  the  exemption  they  don't  vote  that  way  in  the  council. 
One  hard  fact  like  that  weighs  a  great  deal  more  with  me, 
after  some  practical  experience  with  politics,  than  all  this 
mass  of  figures  brought  on  one  side  or  the  other. 
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Mr.  John  Harrington  of  Wisconsin :     I  am  in  serious  doubt, 
Mr.  Chairman,  whether  the  views  of  this  body  upon  the  single 
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tax  would  be  broadened  by  anything  I  might  say.  The  thing 
that  impresses  me  is  that  after  hearing  papers  such  as  those 
presented,  after  listening  to  the  arguments  for  and  against, 
after  weighing  them  by  our  reasoning  or  our  prejudices,  the 
results  here  and  upon  ourselves  are  of  small  consequence. 
Human  life  is  short,  but  the  history  of  progress  is  long.  We 
hope,  if  the  single  tax  is  right  and  sound,  that  it  will  prevail, 
though  it  may  be  long  after  those  who  are  here  are  forgotten. 
You  will  remember  the  words  of  hope  and  faith  of  Henry 
George;  "Will  it  at  length  prevail?  Ultimately,  yes.  But 
in  our  own  times,  or  in  times  of  which  any  memory  of  us  re- 
mains, who  shall  say?" 

There  is  much  soundness  in  this  philosophy.  It  makes  no 
difference  whether  it  is  assessors  or  tax  commissioners  or  col- 
lege professors  who  come  forward  to  express  firm  convictions 
that  it  is  right  or  that  it  is  wrong.  We  must  rely  upon  the 
experience  and  development  of  the  future.  What  those  fig- 
ures from  Western  Canada  show  are  significant,  for  or  against, 
to  those  whose  opinions  or  prejudices  are  now  well  formed.  It 
is  useless  to  discuss  with  an  anti-single  taxer  the  proposed 
benefits  of  the  single  tax,  for  like  curbstone  political  argu- 
ments, when  you  are  through  you  are  nowhere;  everybody  is 
where  he  was  before. 

So  we  may  as  well  be  patient  about  this  matter.  There  will 
be  other  meetings  of  this  association,  and  in  the  meantime 
from  year  to  year— for  fifty  years  and  more— history  will  be 
made,  and  will  be  related  at  these  conferences,  and  upon  that 
history  will  depend  the  success  or  failure,  the  adoption  or  the 
rejection  of  the  single  tax.  Such  history  is  now  being  made 
in  a  more  or  less  limited  way  in  various  parts  of  the  United 
States,  in  Canada,  Australia  and  New  Zealand,  in  England, 
Germany,  South  Africa,  and  elsewhere.  The  movement  is  well 
strated.  If  it  is  right  it  will  prevail.  Thank  you,  gentlemen, 
for  your  attention. 

Mr.  J.  W.  McCreery:  As  one  who  took  part  in  the  cam- 
paign in  Peublo  I  wish  to  make  a  remark  in  reference  to  the 
literature  that  was  put  out.    I  wish  to  state  that  we  did  not 
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attribute  the  prosperity  of  Canada  to  the  single  tax  wholly. 
We  regarded  the  prosperity,  so-called,  of  Canada,  artificial, 
just  as  that  of  the  west  had  been,  because  of  speculation  in 
land.  In  other  words,  there  was  a  tremenduous  movement  of 
capital  to  the  west  in  order  to  corral  some  of  the  unearned 
increment,  and  that  artificial  boom,  which  created  an  artificial 
prosperity,  hadn't  dropped.  Had  the  single  tax  been  in  oper- 
ation in  the  first  place  we  would  not  have  had  that  artificial 
prosperity  and  consequent  collapse.  I  wish  to  say  furthermore 
that  the  people  did  understand  the  question  when  they  voted 
on  it.  I  campaigned  there  for  six  weeks  and  believe  I  know 
what  the  people  thought.  Of  course  the  result  is  not  known 
yet  as  the  speaker  stated  very  cleverly. 

Mr.  Lawson  Purdy  of  New  York:  No  reference  has  been 
made  in  these  papers  or  in  the  discussion  to  one  economic  fact 
which  appears  to  me  to  be  of  the  utmost  importance  in  any 
discussion  of  this  subject.  This  economic  truth  is  perceived 
alike  by  many  of  those  who  oppose  the  exemption  of  buildings 
from  taxation  and  by  most  of  those  who  have  approved  of  the 
exemption.  The  economic  tnith  to  which  I  refer  is  this:  that 
the  selling  value  of  land  is  an  untaxed  value,  which  is  to  say 
that  the  tax  on  land  is  capitalized  and  deducted  from  what 
would  be  the  value  if  there  were  no  tax;  or  to  put  the  state- 
ment in  another  form,  that  with  a  suitable  tax  rate  the  buyer 
of  land  will  not  consciously  pay  more  for  it  than  the  capital- 
ization of  the  net  rent  after  the  tax  has  been  paid. 

Another  aspect  of  this  same  economic  truth  is  the  fact  that 
in  the  long  run  taxes  upon  buildings  are  shifted  to  the  users 
of  the  buildings.  In  communities  that  are  growing  or  that  are 
declining  or  that  are  stable — the  time  that  it  takes  to  work 
out  to  that  economic  conclusion  may  differ  greatly— but  it 
remains  true  that  the  tendency  is  for  taxes  upon  buildings  to 
be  paid  by  the  users  of  the  buildings,  whereas  the  tax  upon 
land  is  not  a  tax  upon  subsequent  buyers  so  long  as  the  tax 
rate  remains  stationary  and  the  assessment  remains  at  the 
same  proportion  of  selling  value.  The  rise  in  the  tax  rate 
on  land  faUs  wholly  upon  the  person  who  happens  to  own  the 
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land  at  the  time  the  rate  rises  because  the  rise  in  the  tax  rate 
is  capitalized  and  reduces  the  selling  value  of  the  land.  When 
these  truths  are  perceived  some  people  argue  from  them  that 
it  is  highly  desirable  to  exempt  buildings  from  taxation,  and 
others  argue  that  it  is  very  undesirable  to  exempt  buildings. 

Chairman  Galloway :  There  is  a  gentleman  here  from  Ore- 
gon who  has  recently  visited  and  made  some  investigations  in 
the  provinces  of  Western  Canada  and  I  am  going  to  take  the 
liberty  of  calling  upon  him. 

Mr.  Robert  E.  Smith  of  Oregon :  There  may,  perhaps  have 
been  enough  said  about  conditions  in  Canada  I  have  made  an 
investigation  up  there,  that  is  true,  and  I  have  formed  certain 
opinions  from  the  information  I  secured.  There  are  many 
phases  of  the  single  tax.  There  is  one  feature  of  it  that  I 
particularly  combat  and  my  Canadian  investigations  justify 
and  confirm  my  belief.  It  is  this  feature  of  the  penalizing 
of  industry  and  the  speculation  in  land.  I  want  to  call  atten- 
tion to  one  instance  in  Canada,  in  the  city  of  Edmonton, 
Alberta.  Right  in  the  heart  of  that  city  there  is  a  square  plot 
of  land  about  three  blocks  square.  It  is  owned  by  the  Hudson 
Bay  Company  and  the  Hudson  Bay  Company  in  Canada  is  far 
from  being  popular  with  the  whole  people  of  Canada.  Now 
the  Hudson  Bay  Company  has  refused  to  improve  this  land. 
I  do  not  know  why  or  how  they  arrived  at  that  conclusion — 
they  never  told  me— but  the  fact  remains  that  in  the  center  of 
Edmonton  is  that  plot  of  vacant  land  and  the  people  of 
Edmonton  said  to  the  Hudson  Bay  Company,  "If  you  do  not 
improve  that  land  we  are  not  going  to  let  you  absorb  this  un- 
earned increment.  We  are  going  to  make  you  pay  a  part  of 
the  taxes  of  the  hotels,  office  buildings  and  other  improve- 
ments." So  without  considering  the  fact  that  there  were 
hundreds  of  other  pieces  of  vacant  property  owned  by  clerks, 
laborers  and  other  persons  of  limited  means,  they  adopted 
single  tax  and  it  worked  out  this  year  like  this.  There  has 
been  confiscated  in  Edmonton  by  the  province  of  Alberta, 
$1,200,000  worth  of  vacant  land. 
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I  do  not  know  if  you  realize  what  that  means— $1,200,000 
worth  of  property  in  the  little  city  of  Edmonton  which  is 
much  less  than  14  the  size  of  Portland,  Oregon.  (In  Port- 
land and  in  our  County  there  is  less  than  $3,000  worth  of 
property  confiscated  this  year  for  nonpayment  of  taxes.)  I 
do  not  mean  that  the  total  amount  of  delinquent  taxes  in 
Edmonton  is  $1,200,000— it  is  far  greater  in  amount  than 
that — but  I  do  mean  that  there  is  that  amount  of  property  on 
which  the  five  year  period  of  redemption  has  expired,  and 
this  property  is  going  back  to  the  province  of  Alberta;  and 
from  that  there  is  no  appeal.  As  we  look  over  the  list  of 
owners  of  that  property  we  do  not  find  the  name  of  the  Hudson 
Bay  Company.  The  Hudson  Bay  Company  still  has  this  big 
plot  of  unimproved  land.  What  we  do  find  is  the  names  of 
wage  earners,  servant  girls,  clerks,  etc.,  all  small  people  who 
put  every  dollar  they  had  into  their  small  land  holdings. 
Wlien  the  people  of  Edmonton  told  the  Hudson  Bay  Company 
that  they  had  to  pay  the  taxes  for  hotels  and  improvements, 
they  forgot  they  were  making  the  same  statement  to  the  wage 
earner  and  the  little  fellow  and  were  paving  the  way  to  take 
his  property  away  from  him.  The  Hudson  Bay  Company  still 
owns  their  property. 

The  one  feature  of  this  single  tax  question  that  has  always 
appealed  to  me— the  reason  why  I  have  interested  myself  in 
the  single  tax— and  that  is  how  the  single  tax  applies  to  the 
farmers.  I  have  no  figures  but  I  suppose  that  about  one  one- 
millionth  of  the  land  in  the  United  States  is  contained  in  the 
corporate  limits  of  cities  of  over  100,000  population.  It  seems 
to  me  that  this  nine  hundred  ninety  nine  thousand  nine  hun- 
dred ninety  nine  one-millionths  ought  to  receive  some  little  con- 
sideration. I  take  that  view  of  the  problem  because  I  am  a 
farmer.  Possibly  we  are  not  entitled  to  that  consideration,  but 
I  think  we  are.  Now  the  farmers  of  Oregon  would  suffer  by  the 
single  tax  like  this :  It  takes  the  tax  off  improvements  and  other 
classes  of  property  and  puts  it  on  land  values,  therefore  land 
values  have  to  pay  more  taxes  and  the  man  who  has  the  most 
invested  in  land  pays  the  most  taxes.     The  farmer  has  the 
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most  land-value  in  proportion  to  his  income  and  therefore  he 
has  to  pay  more  than  his  just  share  of  all  taxes.  There  is 
quite  a  sentiment  for  back-to-the  farm  movement  in  this 
country,  but  I  do  not  think  that  it  is  coming  quite  as  fast  as 
it  should.  About  twenty  years  ago  there  were  seventy-five 
per  cent,  of  the  people  on  the  farms  and  twenty-five  per  cent, 
in  the  cities.  Today  there  is  forty  per  cent,  on  the  farms  and 
sixty  per  cent,  in  the  cities.  Now  there  is  some  reason  for  that. 
The  only  reason  is  that  living  conditions  on  the  farm  are 
harder  than  they  are  in  the  cities.  The  whole  country,  I  think, 
is  suffering  from  that  condition,  and  if  you  are  going  to 
augment  the  hardship  which  the  farmer  is  now  bearing  in  the 
way  of  excess  burdens,  on  account  of  the  great  mass  of  prop- 
erty which  is  not  now  on  the  tax  roll  and  because  the  farmer's 
property  is  all  visible,  I  cannot  see  but  that  conditions  will 
not  only  be  as  bad  as  they  are  now,  but  that  they  will  be  even 
less  desirable.  The  farmer  is  now  paying  more  than  his  just 
share  of  taxation  and  living  conditions  are  therefore  hard. 
Now  if  you  make  him  pay  more  taxes,  it  simply  means  that 
instead  of  being  able  to  pay  $9.50  to  the  mail  order  house  for 
a  suit  of  clothes,  he  can  only  pay  $7.37 ;  and  there  are  many 
of  us  who  will  have  to  leave  the  farms,  (time  called.) 

Voice:  I  want  to  know  if  you  have  investigated  the  com- 
parative value  of  this  1/1, 000,000th  of  land  in  the  cities  to 
the  other  999,999/l,000,000ths  of  farm  land? 

Mr.  Smith:  No,  I  have  not,  but  the  facts  still  remain  the 
same,  that  the  owners  of  that  land  should  have  some  consid- 
eration as  unquestionably  the  conditions  which  are  surround- 
ing the  agricultural  situation  of  today  are  driving  the  people 
off  the  farms  and  I  do  not  think  it  is  wise  to  augment  that 
condition.  I  want  to  say  that  I  do  not  think  the  answer  to 
the  single  tax  question  is  found  alone  in  the  principle  of  econ- 
omics, but  I  think  if  you  will  analyze  any  tax  roll  and  use  a 
little  common  sense  that  you  have  the  answer. 

Professor  T.  S.  Adams:  The  preceding  speaker  said  that 
in  his  opinion  the  introduction  of  the  single  tax  would  penalize 
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the  country  districts.  I  haven't  any  argument  to  make  but  I 
have  a  half-suggestion  to  put  forth.  Some  years  ago  I  had  the 
assessment  statistics  of  the  State  of  Wisconsin  analyzed  by 
the  different  sorts  of  civil  divisions.  At  that  time  the  pro- 
portion of  personal  property  and  improvements,  as  I  remem- 
ber it,  was  lower  in  the  city  districts  than  it  was  in  the 
rural  districts,  so  that  had  the  personal  property  and  improve- 
ments been  exempted  the  relative  gain  to  the  country  districts 
would  have  been  greater  than  to  the  city  districts.  The  fig- 
ures were  close  and  it  was  the  improvements— as  I  remember 
it— which  controlled  the  results.  Personal  property  alone  was 
more  important  in  the  city  than  in  the  rural  districts. 

My  suggestion  is  this :  it  is  comparatively  easy  to  make  these 
studies  and  I  want  to  ask  those  people  here  who  have  a  real 
interest  in  this  subject  to  make  analyses  of  this  kind.  Any- 
body can  make  them  who  has  the  assessment  rolls,  if  on  those 
rolls  land,  improvements  and  personal  property  are  separately 
shown.* 

Before  closing  I  desire  to  give  public  expression,  by  other 
than  a  mere  formal  resolution  of  thanks,  to  the  deep  feeling 
of  appreciation  which  every  delegate  here  feels  for  what  Mr. 
Hamer  and  the  members  of  the  Colorado  Tax  Commission, 
]\Ir.  Adams,  ]\Ir.  Link  and  Mr.  Phillips,  have  done  to  make  our 
meeting  pleasant  and  profitable.  These  men  have  been  inde- 
fatigable in  making  this  meeting  in  many  respects  the  most 
successful  we  have  ever  had.    I  move  we  adjourn. 

Chairman  Galloway :     We  stand  adjourned. 


*  Either  my  recollection  of  the  earlier  study  was  at  fault  or  conditions  in 
Wisconsin  have  changed  greatly  since  the  introduction  of  the  income  tax  and 
the  exemption  from  taxation  of  stocks,  bonds,  credits,  money,  household  fur- 
niture and  the  like.  The  table  on  the  following  page  shows  that  bare 
land  in  rural  districts  now  constitutes  over  70  per  cent  of  the  total  assess- 
ment, but  in  cities  and  villages  less  than  40  per  cent.  Exemption  of  build- 
ings and  personal  property  would  apparently  benefit  urban  districts  much 
more  than  rural  districts,  or  even  throw  a  part  of  the  burden  from  urban  to 
rural  districts,  according  to  these  figures.  The  figures  do  not  cover  railways 
or  the  more  important  public  utilities.  "Improvements"  mean  "buildings" 
for  the  most  part,  indeed  almost  exclusively,  it  is  believed. 

T.    S.    ADAMS. 
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Chairman  Galloway:  Mr.  F.  J.  Dixon,  author  of  the  first 
paper  was  unable  to  attend  the  conference,  and  his  paper  will 
be  read  by  Mr.  A.  C.  Pleydell,  former  secretary  of  the  National 
Tax  Association  and  now  secretary  of  the  New  York  Tax  Re- 
form Association. 

Mr.  A.  C.  Pleydell  of  New  Jersey :  The  session  this  morning 
is  entitled  the  Single  Tax  Session.  The  term  "single  tax"  is 
used  in  common  parlance  to  cover  three  distinct  programs  of 
reform. 

The  first  program  is  that  involved  in  the  application  of  the 
whole  economic  philosophy  of  Henry  George  which,  in  its  fiscal 
aspects,  proposes  to  take  the  entire  rent  of  land  for  social  pur- 
poses abolishing  other  taxes,  and  thereby  to  stimulate  the  pro- 
duction of  wealth  and  produce  a  more  equitable  distribution 
w^hich,  it  is  claimed,  will  relieve  and  practically  abolish  in- 
voluntary poverty. 

The  second  program,  sometimes  known  as  the  single  tax 
limited,  is  the  fiscal  suggestion  that  all  governmental  revenues, 
national  and  local,  should  be  raised  exclusively  by  a  tax  upon 
the  value  of  land  which  might  or  might  not  absorb  the  entire 
rent.  The  arguments  advanced  for  that  program  are,  briefly, 
the  simplicity  of  the  administration  and  collection  of  the  tax, 
a  more  equitable  adjustment  of  the  incidence  of  taxation,  and 
a  relief  of  industry  from  what  are  considered  to  be  present 
day  burdens. 

The  third  program  under  the  general  name  of  the  single 
tax,  is  a  combination  or  derivation  of  the  first  two.  That  is 
what  we  have  under  discussion  this  morning.  It  contemplates 
and  in  some  cases  has  achieved  the  raising  of  local  revenues 
almost  entirely  from  the  value  of  land,  to  the  exclusion  of 
other  forms  of  local  taxation.  The  range  of  application  under 
that  third  program  varies  from  some  of  the  northwestern 
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provinces  of  Canada,  where  all  local  taxes  are  so  levied,  to  the 
more  recent  experiments,  which  are  the  very  beginning  of  the 
program,  in  the  reduction  of  the  tax  on  buildings  in  two 
Pennsylvania  cities,  following  upon  the  long  standing  abolition 
there  of  local  personal  property  taxation. 

There  have  been  many  irrelevant  arguments  on  both  sides 
in  regard  to  this  third  program— in  regard  to  Canadian  ex- 
periments. It  is  obvious  that  the  failure  of  this  third  or  par- 
tial program  to  produce  the  full  result  claimed  for  the  thor- 
oughgoing first  program  of  the  economic  philosophy  should  not 
be  charged  against  that  economic  philosophy.  It  is  true  on 
the  other  hand  that  any  theoretical  defects  which  may  appear 
to  any  one  to  inhere  in  the  first  program  should  not  be  allowed 
to  influence  the  judgment  as  to  the  practical  results  of  the  third 
program,  especially  insofar  as  it  is  before  us  in  actual  opera- 
tion. 

The  writer  of  the  paper  which  I  have  the  pleasure  of  reading, 
Mr.  F.  J.  Dixon,  has  been  for  a  number  of  years  the  secretary 
of  the  Land  Values  Taxation  League  and  is  a  resident  of 
"Winnipeg  in  Manitoba,  which  province  has  not  gone  so  far  as 
the  western  provinces  in  the  direction  which  ]Mr.  Dixon  would 
advocate.  It  may  be  interesting  to  say  that  the  inability  of 
Mr.  Dixon  to  attend  now  is  due  to  the  fact  that  within  a  month 
he  has  been  a  successful  candidate  from  his  district  in  Winni- 
peg for  the  provincial  legislature  upon  a  platform  which  in- 
volves the  extension  to  his  province  of  the  system  which  has 
been  worked  out  in  the  neighboring  provinces.  I  may  say  that 
after  reading  over  Mr.  Dixon's  paper  I  find  myself  in  such 
general  agreement  with  his  position  that  I  should  be  glad  to 
take  his  place  as  far  as  able  in  any  subsequent  discussion  that 
may  arise. 
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Maryland 

*  Axlan    C.    Girdwood,    D.    S.,    Secretary    State    Tax    Commission, 

Baltimore. 

*  Frederick  J.  Griffith,  B.  &  O.  R.  R.  Co.,  Baltimore. 

*  Oscar  Leser,  D.  S.,  Member  State  Tax  Commission,  Baltimore. 
Lewin  W.  Wickes,  D.  S.,  Member  State  Tax  Commission,  Chester- 
town, 

Massachusetts 

*  Charles  A.  Andrews,  D.  S.,  Deputy  Tax  Commissioner,  Waban, 

*  Charles  J.  Bullock,  D.  S.,  Professor  of  Economics,  Cambridge. 

*  William  D.  T.    Trefry,  D.  S.,  State  Tax  Commissioner,  Marble- 

head. 

Michigan 

*  Orlando  F.  Barnes,  D.  S.,  State  Tax  Commissioner,  Lansing. 

B.  F.  Burtless,  Secretary  State  Tax  Commission,  Lansing. 

*  Geo.  Lord,  D.  S.,  Secretary,  State  Tax  Association,  Detroit. 

Minnesota 

C.  S.  Brown,  Deputy  State  Auditor,  St.  Paul. 

*  Samuel  Lord,  D.  S.,  State  Tax  Commissioner,  St.  Paul. 

Missouri 

A.  Brady,  Kansas  City  S.  Ry.,  Kansas  City. 

*  W.  A.  CONAWAY,  St.  L.  S.  W.  Ry.  Co.,  St.  Louis. 

*  W.  F.  Gephart,  St.  Louis. 

*  P.  H.  Sapp,  D.  S.,  County  Assessor,  Columbia. 

Montana 

*  G.  M.  HouTz,  D.  S.,  State  Tax  Commissioner,  Helena. 

Nebraska 

Geo.  G.  Holcomb,  U.  P.  R.  R.  Co.,  Omaha. 
E.  J.  Robinson,  State  Accountant,  Lincoln. 

*  A.  W.  Scribner,  U.  p.  R.  R.  Co.,  Omaha. 
Arthur  H.  Scribner,  U.  P.  R.  R.  Co.,  Omaha. 

*  G.  O.  Virtue,  D.  C,  Member  Special  Tax  Commission,  Lincoln. 
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New   Hampshire 

William  J.  Starr,  D.  S.,  Legacy  Tax  Commissioner,  Manchester. 

New    Jersey 

*  John  L.  Carroll,  City  Tax  Commissioner,  Newark. 
Jerome  T.  Congleton,  County  Tax  Board,  Newark. 
John  Howe,  City  Tax  Commissioner,  Newark. 

*  Wm.  p.  Macksey,  Coimty  Tax  Board,  Newark. 

*  John  B.  Gelkers,  D.  S.,  County  Tax  Board,  Newark. 

*  Arthur  C.  Pleydell,  D.  S.,  North  Plainfield. 
Thos.  F.  Preston,  City  Tax  Commission,  Newark. 

*  M,  Beichman,  City  Tax  Commission,  Newark. 
A.  W.  Swain,  City  Tax  Commission,  Newark. 

New  Mexico 

*  Frank  W.  Clancy,  D.  S.,  Attorney  General,  Santa  Fe. 

New  York 

*  Edward  W.  Beattie,  Jr.,  D.  S.,  N.  Y.  Tel.  Co.,  New  York. 
F,  F.  BuDD,  D.  S.,  Utica. 

Henry  J.  Cookinham,  Jr.,  D.  S.,  Utica. 

*  Egbert  Lynn  Cox,  D.  S.,  New  York. 

*  F.  L.  Devereux,  D.  S.,  A.  T.  &  T.  Co.,  NewYork. 

*  Eobert  Murray  Haig,  New  York. 

*  A.  E.  Holcomb,  D.  S.,  a.  T.  &  T.  Co.,  New  York. 

*  Geo.  E.  Holmes,  D.  S.,  Corporation  Trust  Co.,  New  York. 

*  W.  Hastings  Lyon,  D.  S.,  D.  C,  New  York. 

*  Ralph  Norton,  D.  S.,  Interborough  E.  T.  Co.,  New  York. 

*  Lawson  Purdy,  D.   S.,  President  N.   Y.  City   Tax  Department, 

New  York. 

*  William  Eyan,  D.  S.,  New  York. 

*  Edwin  E.  A.  Seligman,  D.  S.,  New  York. 

*  Francis  N.  Whitney,  D.  S.,  W.  U.  Tel.  Co.,  New  York. 

*  J.  S.  Wiley,  D.  S.,  N.  Y.  Tel.  Co.,  New  York. 

*  J.  F.  ZoLLER,  D.  S.,  General  Electric  Co.,  New  York. 

North   Dakota 

*  James  E.  Boyle,  D.  S.,  D.  C,  Grand  Forks. 

*  F.  E.  Packard,  D.  S.,  State  Tax  Commission,  Bismarck. 
George  E.  Wallace,  D.  S.,  State  Tax  Commission,  Bismarck. 

Ohio 

*  Allen  E.  Foote,  Columbus. 

*  Chr.  Pabst,  D.  S.,  Member  State  Tax  Commission,  Hamilton. 

*  A.    B.    Peckinpaugh,    D.    S.,    Member    State    Tax    Commission, 

Columbus. 

*  Walter  W.  Pollock,  Cleveland. 

Oklahoma 

*  S.  T.  Bledsoe,  D.  S.,  Oklahoma  City. 
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Oregon 

*  Chas.  V.  Galloway,  D.  S.,  State  Tax  Commissioner,  Salem. 
W.  EussELL  Mackenzie,  D.  A.,  Portland. 

*  KoBT.  E.  Smith,  D.  S.,  Roseburg. 

*  S.  G.  Cramp,  Pennsylvania  Lines,  Pittsburg. 

Pennsylvania 

*  I.  T.  Hartzog,  South  Bethlehem. 

*  J,  Russell  Peck,  D.  S.,  D.  &  H.  Co.,  Scranton. 

*  A.  W.  Powell,  Auditor  General,  Pittsburg. 

Rhode  Island 

*  Zenas  W.  Bliss,  D.  S.,  State  Tax  Commissioner,  Providence. 

*  Jeremiah  P.  Mahoney,  D.  S.,  Member  Tax  Commission,  Provi- 

dence. 

*  Edward  P.  Tobie,  D.  S.,  Clerk,  State  Tax  Commission,  Providence. 

South   Carolina 

*  A.  W.  Jones,  Comptroller  General,  Columbia. 

Utah 

*  Campbell  M.  Brown,  D.  S.,  Utah  Copper  Co.,  Salt  Lake  City. 

*  William  Bailey,  D.  S.,  President  State  Board  of  Equalization, 

Salt  Lake  City. 

*  Harden  Bennion,  D.   S.,  Member  State  Board  of  Equalization, 

Salt  Lake  City, 
B.  N.  Christensen,  Coimty  Commissioner,  American  Fork. 

*  J.  B.  Evans,  D.  S.,  O.  S.  L.  R.  R.  Co.,  Salt  Lake  City. 

*  Amos   S.  Gabbott,  D.   S.,  Member   State  Board  of  Equalization, 

Salt  Lake  City. 

*  Lincoln  G.  Kelley,  D.  S.,  State  Auditor,  Salt  Lake  City. 

*  Francis  W.  Kirkham,  D.  S.,  Salt  Lake  City. 

*  William  A.  Leatham,  D.  S.,  County  Assessor,  Salt  Lake  City. 

*  I.  A.  Smott,  County  Assessor,  Provo. 

*  John  Watson,  D.  S.,  Member  State  Board  of  Equalization,  Ogden 

City. 

Vermont 

Amos  J.  Eaton,  D.  S.,  South  Royalton. 

*  Charles  A.  Plumley,  D.  S.,  State  Tax  Commissioner,  Northfield. 

Wisconsin 

*  T.  S.  Adams,  D.  S.,  Member  State  Tax  Commission,  Madison. 

*  Louis  A.  Arnold,  City  Tax  Commissioner,  Milwaukee. 

*  Arthur  S.  Dudley,  C.  M.  &  St.  P.  Ry.  Co.,  Milwaukee. 

*  John  Harrington,  D.  S.,  Inheritance  Tax  Counsel,  Madison. 

*  Nils  P.  Haugen,  D.  S.,  Chairman  Tax  Commission,  Madison. 

*  Kossuth  Kent  Kennan,  D.  S.,  Milwaukee. 
E.  J.  Koester,  Madison. 

*  A.  J.  Myrland,  D.  S.,  Secretary  State  Tax  Commission,  Madison. 

Wyoming 

*  Jno.  McGill,  State  Tax  Commissioner,  Cheyenne. 


476  NATIONAL  TAX  ASSOCIATION 

SUMMARY  OF  ATTENDANCE 

Number  States  represented 37 

Number  Colleges  represented 15 

Total  registration 211 

Members  or  Purchasers 125 


III.     COMMITTEES 

Credentials 

Arrangements 

Eesolutions 


COMMITTEE  ON  CEEDENTIALS 

A.  E.  HOLCOMB New  York. 

S.  E.  Hamer Colorado. 

C.  P.  Link    Colorado. 


COLORADO  COMMITTEE  ON  ARRANGEMENTS 

Hon.  E.  M.  Ammons,  Governor  of  Colorado. 

Hon.  J.  M.  Perkins,  Mayor  of  Denver. 

Hon.  Clair  J.  Pitcher,  Commissioner  of  Finance,  Denver. 

Mr.  T.  B.  Stearns,  President  Denver  Chamber  of  Conmierce. 

Mr.  Harjby  N.  Burhans,  Secretary  Denver  Convention  Association. 

Mr.  S.  E.  Hamer,  Tax  Commissioner,  Mountain  States  Telephone  and 
Telegraph  Company. 

Mr.  J.  Frank  Adams,  Chairman  Colorado  Tax  Commission. 

Mr.  John  B.  Phillips,  Member  Colorado  Tax  Commission. 

Mr.  Celsus  p.  Link,  Member  Colorado  Tax  Commission. 


COMMITTEE  ON  RESOLUTIONS 
OFFICIAL  REPORTER  FOR  THE  CONFERENCE 

Mr.  E.  J.  KOESTER,  Madison,  Wis. 

Mb.  Charles  J.  Bullock,  Cliairman,  Harvard  University,  Cambridge, 
Mass. 

Mr.  E.  H.  Wolcott,  Indiana. 
Mb.-G.  M.  Houtz,  Montana. 
Mr.  John  B.  Phillips,  Colorado. 
Mr.  J.  A.  Burnette,  Kansas. 
Mr.  John  Mitchell,  California. 
Mr.  W.  J.  Thompson,  Maine. 
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Mr.  Oscar  Lkser,  Maryland. 

Mr.  Gr.  O.  ViRTtJE,  Nebraska. 

Mr.  Wm.  Bailey,  Utah. 

Mr.  a.  C.  Martineau,  Arkansas. 

Mr.  C.  S.  Williams,  Connecticut. 

Mr.  Finley  F.  Bell,  Illinois. 

Mr.  S.  T.  Bledsoe,  Oklahoma. 

Mr.  C.  M.  Zander,  Arizona. 

Mr.  p.  H.  Sapp,  Missouri. 

Mr.  Charles  H.  Plumley,  Vermont. 

Mr.  H.  J.  CooKiNHAM,  Jr.,  New  York. 

Mr.  a.  B.  Peckinpaugh,  Ohio. 

Mr.  Geo.  E.  Wallace,  N.  Dakota. 

Mr.  Otey  B.  Mitchell,  Georgia. 

Mr.  C.  S.  Brown,  Minnesota. 

Mr.  a.  H.  Davison,  Iowa. 

Mr.  H.  a.  Thompson,  Alabama. 

Mr.  S.  G,  Wilson,  Florida. 

Mr.  Charles  V.  Galloway,  Oregon. 

Mr.  George  Lord,  Michigan. 

Mr.  John  B.  Oelkers,  New  Jersey. 

Mr.  Zenas  W.  Bliss,  Ehode  Island. 

Mr.  Nils  P.  Haugen,  Wisconsin. 

Mr.  Frank  W.  Clancy,  New  Mexico. 

Mr.  Wm.  J.  Starr,  New  Hampshire. 

Mr.  a.  p.  Eamstedt,  Idaho. 

Mr.  a.  W.  Powell,  Pennsylvania. 

Mr.  Oscar  Leser,  Secretary. 


n.     CONSTITUTION    OF   THE    NATIONAL   TAX   ASSOCIATION. 

As  amended  at  its  Seventh  Annual  Meeting,  held  at  Bufalo,  New  YorJc, 
October  25,  1913 

AETICLE  I 

NAME  AND  OBJECTS 

Section  1.  The  name  of  this  association  shall  be  "National  Tax 
Association. ' ' 

Sec.  2.  Its  objects  shall  be  to  formulate  and  announce,  through  the 
deliberately  expressed  opinion  of  an  annual  conference,  the  best  informed 
economic  thought  and  ripest  administrative  experience  available  for  the 
correct  guidance  of  public  opinion,  legislative  and  administrative  action 
on  all  questions  pertaining  to  taxation,  and  to  interstate  comity  in  tax- 
ation. 

AETICLE   II 

MEMBERSHIP 

Section  1.  Any  person  in  sympathy  with  the  objects  of  the  associa- 
tion shall  be  eligible  to  membership.  All  memberships  shall  be  con- 
tinuing and  the  dues  therefor  shall  be  paid  annually  unless  the  member- 
ship is  discontinued  by  reason  of  death,  resignation  or  jion-payment 
of  dues. 

Sec.  2.  The  annual  membership  dues  shall  be  five  dollars,  and  shall 
be  payable  in  advance,  on  the  date  of  the  application  for  membership, 
and  annually  thereafter.  Any  member  who  shall  fail  to  pay  his  dues 
within  one  year  from  the  date  when  payable  shall  be  dropped  from 
membership  on  account  of  such  non-payment. 

Sec.  3.  All  members  not  in  arrears  for  annual  dues  shall  be  entitled 
to  receive,  without  charge,  one  copy  of  the  proceedings  of  the  annual 
conference  for  the  current  year,  and  one  copy  of  such  reports,  bulletins, 
pamphlets,  and  dociunents  as  may  be  issued  by  the  association  from 
time  to  time  for  general  circulation. 

AETICLE  III 

ANNUAL  conference 

Section  1.  An  annual  national  conference  on  taxation  shall  be  held 
under  the  auspices  of  this  association  during  the  month  of  September 
in  each  year,  or  at  such  time  and  place  as  its  executive  committee  may 
determine.  The  details  of  each  conference  shall  be  arranged  by  the 
executive  committee  in  co-opefation  with  such  special  and  standing  com- 
mittees as  may  be  created  by  this  association  at  its  annual  meetings 
for  such  purpose. 

479 


480  NATIONAL  TAX  ASSOCIATION 

Sec.  2.  The  administrative  personnel  of  each  annual  conference  shall 
be  composed  of  three  delegates  appointed  by  the  governor  of  each  state, 
and  public  oflScials  holding  legislative  or  administrative  positions 
charged  with  the  duty  of  investigating,  legislating  upon,  or  administer- 
ing tax  laws. 

Sec.  3.  The  educational  personnel  of  each  annual  conference  shall 
be  composed  of  persons  identified  with  vmiversities  and  colleges  that 
maintain  a  special  course  in  public  finance,  or  at  which  that  subject 
receives  special  attention  in  a  general  course  of  economics;  members  of 
the  profession  of  certified  public  accountants;  and  public  men,  editors, 
writers  and  speakers  who  hold  no  educational  or  official  position  but  who 
have  developed  a  special  interest  in  the  subject  of  taxation. 

Sec.  4.  The  voting  power  in  each  conference  upon  any  question  in- 
volving an  official  expression  of  the  opinion  of  the  conference  shall  be 
vested  in  delegates  appointed  by  governors  of  states;  universities  and 
colleges,  or  institutions  for  higher  education,  and  state  associations  of 
certified  public  accountants,  each  of  whom  shall  have  one  vote. 

Sec.  5.    Voting  by  proxy  shall  not  be  allowed. 

Sec.  6.  No  member  of  this  association  shall  have  the  right  to  vote  in 
any  annual  conference  by  virtue  of  such  membership. 

Sec.  7.  The  last  session  of  each  annual  conference,  or  so  much  of  it 
as  may  be  necessary,  shall  be  devoted  to  the  consideration  of  the  report 
of  the  conference  committee  on  resolutions  and  conclusions.  The  re- 
port of  this  committee,  as  adopted  by  the  conference,  shall  be  its  official 
expression  of  opinion,  and  it  shall  not  be  held  to  have  endorsed  any  other 
expression  of  opinion  by  whomever  made.  The  voting  power  of  the 
conference  upon  an  official  expression  of  its  opinion,  is  limited  with  the 
purpose  of  safeguarding  the  conference  from  the  possibility  of  having 
its  expression  of  opinion  influenced  by  any  class  interest;  or  considera- 
tion for  those  who  devote  their  time  to  the  work  or  management  of  this 
association;  or  favor  for  those  who  contribute  money  for  its  support. 
The  annual  conference  will  be  the  means  used  by  the  association  for 
carrying  into  practical  effect  its  purpose  to  secure  an  expression  of 
opinion  that  will  formulate  and  announce  the  best  informed  economic 
thought  and  ripest  administrative  experience  available  for  the  correct 
guidance  of  public  opinion,  legislative  and  administrative  action  on  all 
questions  pertaining  to  taxation,  and  to  interstate  comity  in  taxation. . 

Sec.  8.  Organization  of  the  Conference.  The  temporary  and  per- 
manent chairman;  secretary  and  official  stenographer;  address  of  wel- 
come and  response  to  the  same;  meeting  place,  accommodations  for  dele- 
gates, and  all  necessary  preliminary  details  for  each  conference,  and 
also  the  program  of  papers  and  discussions,  shall  be  arranged  for  the 
conference  by  the  executive  committee  of  this  association.  All  other 
details  of  the  organization  and  work  of  the  conference  shall  be  arranged 
by  the  delegates  present  in  such  manner  as  they  may  from  time  to 
time  decide. 

ARTICLE  IV 

ANNUAL  AND  SPECIAL  MEETINGS  OF  THE  ASSOCIATION 

Section  1.  The  annual  meeting  of  the  association  shall  be  held  in 
connection  with  the  annual  conference  and  at  such  time  as  the  executive 
committee  may  determine.  Sixty  days'  notice  shall  be  given  to  all 
members  of  the  time  and  place  at  which  such  annual  meeting  is  to  be  held. 
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Sec.  2.  Special  meetings  of  this  association  may  be  held  at  any 
time  and  place,  when  called  by  its  executive  committee.  At  least  thirty 
days'  notice  shall  be  given  to  all  members  of  each  special  meeting, 
which  notice  shall  specify  the  purpose  for  which  the  meeting  is  called, 
and  no  business  shall  be  transacted  at  such  meeting  other  than  that 
specified  in  the  call. 

Sec.  3.  A  majority  of  all  members  present  at  any  annual  or  special 
meeting  of^his  association  shall  constitute  a  quorum  for  the  transaction 
of  business,  but  such  quorum  shall  at  no  time  be  less  than  fifteen,  and 
whenever  the  attendance  of  members  and  delegates  exceeds  one  hundred, 
twenty-five  shall  constitute  a  quorum. 

AETICLE  V 

OFFICERS  AND  EXECUTIVE  COMMITTEE 

Section  1.  The  work  and  affairs  of  this  association  shall  be  admin- 
istered by  a  ju'esident,  a  vice-president,  a  secretary,  a  treasurer  and  an 
executive  committee,  consisting  of  the  president,  vice-president,  secretary 
and  nine  additional  members,  all  of  whom  shall  be  elected  by  the  as- 
sociation at  its  annual  meeting  to  serve  for  one  year  and  until  their 
successors  are  duly  elected.  Two  honorary  members  of  the  executive 
committee  may  be  elected  representing  the  Dominion  of  Canada. 

Sec.  2.  The  terms  of  all  officers,  the  members  of  the  executive  com- 
mittee, and  of  the  members  of  all  standing  committees  created  by  this 
association,  shall  begin  thirty  days  after  the  date  of  its  annual  meeting. 

Sec.  3.  A  vacancy  in  any  office  or  in  the  membership  of  the  executive 
committee  or  of  any  standing  committee  may  be  filled  by  the  executive 
committee  for  the  unexpired  term. 

AETICLE  VI 

DUTIES   OP   OFFICERS    AND    COMMITTEES 

Section  1.  The  officers  of  this  association  shall  perform  the  cus- 
tomary duties  of  their  respective  offices,  and  such  other  duties  as  may 
be  assigned  to  or  required  of  them  from  time  to  time  by  its  executive 
committee,  or  by  the  asociation. 

Sec.  2.  When  compensation  is  paid  to  any  officer  of  this  association, 
the  amount  thereof  shall  be  fixed  by  the  executive  committee,  and  pay- 
ment shall  be  made  only  as  authorized  by  that  committee. 

Sec.  3.  The  Executive  Committee  shall  have  power  to  appoint  addi- 
tional officers,  heads  of  departments  and  agents,  from  time  to  time,  pre- 
scribe their  duties,  fix  their  term  of  office,  and  their  compensations,  and 
also  to  appoint  standing  or  special  committees  and  prescribe  their  powers 
and  duties.  All  committees  appointed  by  the  executive  committee  shall 
report  to  that  committee. 

Sec.  4.  The  Executive  Committee  and  all  standing  committees 
created  by  this  association  shall  perform  such  general  and  special  duties 
as  may  be  assigned  to  them  by  the  association. 

Sec.  5.  Such  Standing  and  Special  Committees  may  be  created  from 
time  to  time  by  this  association  as  may  be  deemed  necessary  for  the 
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eflScient  promotion  of  the  work  being  undertaken.     All  committees  ap- 
pointed by  the  association  shall  report  to  the  association. 

AETICLE  VII 

FINANCIAL  MANAGEMENT 

Section  1.  This  Association,  its  Executive  Committee,  or  any  of  its 
oflScers,  agents,  or  employees  shall  have  no  power  to  contract  a  debt, 
or  liability  of  any  kind,  for  which  the  association  or  its  members  col- 
lectively or  individually  can  be  held  responsible,  in  excess  of  the  amount 
of  its  funds  available  for  the  payment  of  the  same. 

Sec.  2.  The  fiscal  year  of  the  association  shall  begin  with  the  first 
day  of  the  month  of  July  and  end  with  the  last  day  of  the  month  of 
June  in  each  year. 

Sec.  3.  The  accounts  of  the  Association  for  each  fiscal  year  shall  be 
closed  on  the  30th  day  of  June  in  each  year.  They  shall  be  audited  by 
a  chartered  or  certified  public  accountant,  who  shall  certify  to  the  cor- 
rectness of  the  financial  reports  submitted  to  the  association  in  its  annual 
meeting. 

AETICLE  VIII 

general  offices  and  library 

Section  1.  The  ofB.ces  and.  library  of  this  association  shall  be  estab- 
lished and  maintained  at  such  place  or  places  as  may  be  determined  by 
its  executive  committee. 

Sec.  2.  This  Association  shall  accumulate  and  properly  index,  as 
rapidly  as  its  funds  will  permit,  a  reference  and  circulating  library  which 
shall  contain  one  or  more  copies  of  every  useful  leaflet,  pamphlet,  ad- 
dress, document,  and  book  on  the  subject  of  taxation.  As  far  as  is 
possible  with  the  funds  available  for  the  purpose,  this  library  shall  be 
kept  continuously  written  up  to  date  and  indexed  so  as  to  enable  its 
custodian  to  supply  on  application  correct  and  full  reference  to  all 
authorities  on  any  phase  of  the  subject  of  taxation,  the  decisions  of 
courts,  the  statistical  results  of  taxation  laws  and  of  changes  made  in 
such  laws  from  time  to  time. 

Sec.  3.  The  services  of  this  library  shall  be  without  charge  to  all 
members  of  this  association  and  to  all  legislative,  executive,  and  judicial 
ofiicers  of  states  and  of  their  political  subdivisions,  and  to  every  person 
desiring  to  study,  discuss  or  speak  upon  any  feature  of  the  subject  of 
taxation. 

AETICLE  IX 

proceedings  and  publication 

Section  1.  At  each  annual  meeting  the  association  shall  elect,  or 
authorize  its  president  to  appoint,  a  standing  publication  committee,  un- 
der whose  supervision  a  full  report  of  the  proceedings  of  the  annual 
conference  last  held  shall  be  edited  and  published.  This  committee 
shall  also  edit  and  supervise  the  publication  of  all  reports,  pamphlets, 
and  literature  in  other  forms  issued  by  this  association. 


CONSTITUTION  OF  NATIONAL  TAX  ASSOCIATION       483 

Sec.  2.     The  Executive  Committee  shall  authorize  the  terms  of  sale 
or  of  distribution  of  all  publications  issued  by  this  association. 

ARTICLE  X 


Section  1.  The  Executive  Committee  is  authorized  to  formulate, 
adopt,  and  from  time  to  time  amend,  such  by-laws  as  it  may  deem  neces- 
sary for  the  good  government  of  the  affairs  of  this  association,  and  of 
the  official  conduct  of  its  officers  and  committees. 

ARTICLE  XI 

AMENDMENTS 

Section  1.  This  Constitution  may  be  amended  at  any  annual  or 
special  meeting  of  this  association  by  a  two-thirds  vote  of  all  members 
present,  provided,  the  full  text  of  the  amendment  shall  have  been  sub- 
mitted to  the  membership  by  the  executive  committee  or  by  the  member 
or  members  proposing  the  same,  at  least  thirty  days  before  the  date  of 
the  meeting  at  which  such  proposed  amendment  is  acted  upon. 
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